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Encourage your laff te STUDY! 


The IAS Course is one you 
can recommend, with con- 
fidence, to those among your 
office force who need ac- 
counting training. 

The IAS educational or- 


ganization consists of five 


members of the Executive 
Educational Committee (see 
names listed on this page); 
sixteen C.P.A. Faculty mem- 
bers (see names also listed 
on this page); and forty 
Advisory Board members 
(whose names cannot be 
printed here for lack of 
space) consisting of Certified 
Public Accountants, business 
executives, attorneys and ed- 
ucators, who counsel with 
the IAS Management upon 
request, about technical 
accounting, educational, and 
business matters. 


The uniformly high caliber of these men behind our 41-year-old 








Executive Educational Committee 
JOHN T. MADDEN, C.P.A., B.C.S., M.A. 80D. 





ants Inc.; Emeritus, C of Engineer- 
tng, C Untoerstty; Former Pr . American 
Soctety of Mechanical Engineers; authot of “Cost 
Finding Industrial EB other tezt- 


Vice-Chatrman, ¢ Dtrectors 
Accountants Soctety, Inc.; Former Chairman, Board of 
Direaors, T ess ~Com 


A A “ 
> Chamber Commerce; Former 
President, Annerican Society of Certified Public Ac- 
ieee Former Vice President, American Inettiute 


STEPHEN GILMAN, B.Sc., C.P.A. 


Faculty 
8. E. Beatty, C.P.A. F. H. Murray, C.P.A. 
H. W. Boedeker,C.P.A. T.N. Perry, C.P.A. 
Geo. P. Ellis, C.P.A. R. C. Swope, C.P.A. 
C. W. Emshof, C.P.A. G. E. Taylor, C.P.A. 
Stephen Gilman, C.P.A. J. G. Terry, C.P.A. 
J. A. Hinderiong, C.P.A. G. 8. West, C.P.A. 
Jas. W. Love, C.P.A. H. G. Westphain, C.P.A 
Paul H. Moore, C.P.A Earl R. White, C.P.A 





school is, in itself, eloquent testimony to the quality of IAS training. 


Free catalog will be mailed upon request to you or to any one of 


your office employees who is interested. 











INTERNATIONAL ACCOUNTANTS SOCIETY, Ir. 


A Correspondence School Since / 903 


3411 South Michigan Avenue, Chicago 16, Illinois 
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AUDITORIALLY SPEAKING 


IN WHICH WE TAKE A BOW 


ITH this issue the official 
magazine of Tue INsTITUTE 
or INTERNAL AvuoptTors, INC., tem- 
porarily styled “THe INTERNAL 
AvupiTor” ‘is launched upon the 
stream of time with the expecta- 
tion that it will meet a need not 
touched upon by any other ac- 
counting magazine, and with the 
hope that it will be invaluable to 
the members of Tue INstiruTE by 
providing them with news of ac- 
tivities in Tue InstiruTe as well 
as in the field of internal auditing 
generally. 
The articles to be publisi. d 
from time to time will be based 





upon papers delivered and round 
table discussions participated in by 
our members at the meetings of 
the various Chapters, or before 
other organizations. Questions con- 
cerning internal auditing problems 
propounded to the Industries Com- 
mittee and replies in respect there- 
to will be made available to the 
members through its columns. 
Special features will be added from 
time to time depending upon the 
needs and desires of the members. 
In short THe INTERNAL AUDITOR 
is a publication of the members, 
by the members and for the mem- 
bers. 





























A 
MESSAGE 
FROM OUR 
PRESIDENT 


To All Members: 


OLUME One, Number One 

marks the beginning of still 
another major stride in Tue In- 
STITUTE’s unique march of pro- 
gress during its short three years 
since birth. 

At the outset, THE INTERNAL AUDITOR will be published on 
a quarterly basis, and circulation will be confined to members of THE 
INsTITUTE at no cost. A limited number of additional copies will be 
available for purchase by members only at $1.00 per copy. In other 
words, this is exclusively an Inst1TUTE periodical, and not just another 
accounting publication. 

Within these pages will be found: first, news and views of Instt- 
TUTE members; secondly, news of InstrruTe and Chapter activities; 
and finally, articles of interest to the internal auditing profession. 
It is your forum, and its success will depend upon your interest and 
your contributions. 

In particular, those members who are unable to attend Chapter 
meetings are urged to pass along to the Editor any information or 
articles which might be reprinted for the benefit of their colleagues. 
These members are also invited to submit subjects which they would 
like to have discussed in.the publication. 


Wiii1m H. Gansapve 


Special attention is directed to the section of the publication deal- 
ing with Chapter activities. Each Chapter is urged to submit items 
concerning its activities which may be of interest to other Chapters. 

Finally, remember the Third Annual Conference which will be 
held at the Roosevelt Hotel on October 8th, 9th and 10th, where I hope 
to greet you personally. 

WILLIAM H. GARBADE, 
President. 













The Internal Auditor 


Your Job 
Gets Bigger 
By The Day! 


Day by day internal auditing grows in size and in 





importance—for it is a modern technique of mana- 
gerial control. 


Further growth is certain. Future requirements for 
business control will be extraordinary: New records 


“ mew systems ... new techniques to furnish 
current information currently . . . more detailed 
information . . . new types of analyses. 


Internal audit technique will be extended to still 
more aspects of business. The internal auditor’s 
work will be recognized by management as more 
important than ever. 


Increasingly, internal auditors turn to Burroughs 
for up-to-the-minute informational! service in the 
field of mechanized accounting. They are familiar 
with the cooperative help offered by the Burroughs 
representatives in every community. 


BURROUGHS ADDING MACHINE COMPANY 
DETROIT 32, MICHIGAN 


Burroughs 


ADDING, CALCULATING, ACCOUNTING, BILLING AND STATISTICAL MACHINES 











NOTES FROM THE NATIONAL 


ORGANIZATION 


by HENRY PAYTE 


HE advent of this publication 

will serve to remind members 
that the activities of the national 
organization include more than a 
once—or twice-a-year Conference. 
The Board of Directors and vari- 
ous standing and special commit- 
tees carry on a prodigious amount 
of work around the calendar. 
Through this column we hope to 
keep members up-to-date on such 
of these activities as are of general 
interest. 

Three new Chapters have -been 
formec since the beginning of the 
current fiscal year, October ist, 
1943. Others are in the organiza- 
tional stage. Chapter Formation 
Committee is under the Chairman- 
ship of Mr. A. E. Hald. 

The Industries Committee, un- 
der the Chairmanship of Mr. Glen 
T. Bodman, is increasingly active. 
Questions concerning auditing 
problems addressed to Tue Inst1- 
TUTE OF INTERNAL AupiTors, INc. 
120 Liberty Street, New York 6, 
N. Y., will be routed to the repre- 
sentative of the industry concerned 
for reply. New members will be 
notified by the national organiza- 
tion of the industry to which they 
have been classified. 

Plans for the Third Annual Con- 
ference to be held in the fall were 
formally launched at the Directors’ 





Meeting on May 10th. Mr. Alan 
Lauckner was appointed General 
Chairman and Mr. P. C. Salman 
Vice Chairman. 

While the program is still in the 
discussion stage, it is expected to 
include “grass roots” functions of 
internal auditing. A nationally 
known speaker is to be engaged 
for the Annual Dinner. Those 
who have attended previous Con- 
ferences will want to attend this 
one. With a membership which 
has already passed the 500 mark, 
embracing eight Chapters and an 
Industries draw 
from, this Conference should hang 
up new records for both interest 
and attendance. 


Committee, to 


Copies of the new book—sequel 
to INTERNAL AupiTING: A New 
MANAGEMENT ‘'TECHNIQUE—COn- 
taining papers and addresses de- 
livered at the last Annual Confer- 
the 
members before this goes to press. 


ence should be in hands of 
Publication was originally planned 
for March, but labor and material 
shortages compelled delay. 

A Nominating Committee for 
the next annual election of Officers 
and Directors was appointed at 
the last Directors’ Meeting, May 
10th. Mr. William H. 


was named Chairman. 


Garbade 
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MEMBERSHIP AND CHAPTER FORMATION 


COMPREHENSIVE picture of 

the growth of Tue INnstiruTEe 
is shown by the accomplishments 
of the Membership and Chapter 
Formation Committee. Total mem- 
bership has increased from 331 at 
the beginning of the current fiscal 
year, October ist, 1943, to 521 at 
July 10th, a remarkable achieve- 
ment. 

Keeping pace with the growth 
in membership is the increase in 
the number of Chapters. During 
the year we have had the privilege 
of welcoming three new Chapters 
into Tue Institute. These are in 
addition to the five with which we 
started. List of new Chapters and 
their first slate of elected officers 
and Governors follows: 


CLEVELAND— 
Organized March 22, 1944 


President—J. P. LONG 
Vice President—L. H. NORTON 
Secretary—DANIEL H. JOHNSON 
Treasurer—B. L. LYNCH 
Governor—L. T. WOLD 


Dayton— 
Organized January 20, 1944 
President—ROBERT R. CRAWFORD 


Vice President—- 
ARTHUR C. CHESNEY, Jn. 
Secretary—FRANK T. SHERLOCK 
Treasurer—LEONARD J. ERTEL 
Governor—MYRON S. KEM 


Toronto, CANADA— 
Organized April 25, 1944 
President—ARTHUR J. E. CHILD 
Vice President—FRANK A. RIDDELL 
Secretary—WM. J. L. TOWNSEND 
Treasurer—LAWRENCE G. GEERING 
Governor—L. F. ENRIGHT 


The number of new members 
enrolled and new Chapters formed, 
while gratifying, does not tell the 
whole story of the Committee’s ac- 
complishments. Active coopera- 
tion, looking toward the formation 
of Chapters, is going on with Mr. 
R. E. Fulton, Akron; J. D. Allard, 
C. F. Brauer, F. A. Cooper, and 
Reginald Uden, Montreal, Quebec; 
Joseph E. Barry, St. Louis; G. O. 
Thornley, Kansas City; Paul E. 
Tierney, Boston; J. Kenneth Sulli- 
van, and Lee A. Mayo, Hartford; 
R. J. Harrigan, Minneapolis-St. 
Paul area; Harry G. Isemann, 
Washington; J. B. Simmons, Mem- 
phis; J. G. Coleman, New Orleans; 
Ed Hall, Knoxville; John J. Denny 
and W. J. Glover, Louisville. All 
the members in these areas are ac- 
tively engaged in promoting the 
formation of Chapters. In addi- 
tion, members in the San Francis- 
co and Pittsburgh areas are work- 
ing toward the same end, although 
no one member is heading the 
drive. At Louisville, where they 
have six members and one asso- 


butt 8 
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ciate member, regular meetings 
are being held. 

The Membership and Chapter 
Formation Committee is under the 
direction of Chairman Arthur E. 
Hald and Mr. J. G. Reynolds. In 
addition to the activity of the Com- 
mittee itself, Tae InstiruTE Pres- 
dent William H. Garbade made 
several trips around the country, 
meeting with members and discus- 
sing INsTITUTE matters. 


STANDING COMMITTEES 


Nominating Committee 


WILLIAM H. GARBADE, Chairman 
ROBERT B. MILNE 

HARRY H. WARTHEN 

WM. J. FARNAN 

J. KENNETH SULLIVAN 


Auditing Committee 
C. R. SMITH 


Executive Committee 


R. B. MILNE, Chairman 
ALAN LAUCKNER 
J. D. CHAPMAN 


Budget and Firxznce Committee 


J. J. CLAIR, Chairman 
L. C. STEVENS 
C. J. FUE 


Admissions Committee 


J. E. LAURIE, Chairman 
P. J. BUGANZA 
J. K. LAURENTZ 


Membership and Chapter 
Formation Committee 


A. E. HALD, Chairman 
1. G. REYNOLDS 


PROMOTIONS 


RIENDS of Institute President Wil- 

liam H. Garbade are congratulating 
him on his promotion from Manager of 
the Auditing Department to Assistant 
Treasurer of Shell Oil Company. Mem- 
ber A. A. Buzzi, former Assistant Man- 
ager will succeed Mr. Garbade as Man- 
ager. Said Bill: “I shall do my best to 
be broadminded about to whom the Au- 
ditor should report, but it had better be 


” 


me.” Such heresy! 


On August first, Mr. John B. Thurston 
joined Transcontinental & Western Air, 
Inc. as Executive Assistant in charge of 
Industrial Engineering. He was formerly 
Internal Auditor for North American 
Company but has been with Fram Cor- 
poration since November, 1943, in the 
capacity of Controller. Mr. Thurston was 
one of the organizers and the first Presi- 
dent of Tue Instirute. He has been an 
enthusiastic worker for Tue InsriruTe 
and the numerous friends he has made 
will be glad to learn of his iatest step-up. 


Mr. Louis C. Stevens, a director of 
Tue Institute has been promoted from 
the position of General Auditor to Assist- 
ant Controller of Standard Oil Company 
(N. J.). Nice going! 


On August 22, 1944, Metropolitan Life 
Insurance Company announced the ap- 
pointment of Joseph J. Clair as Controller 
in charge of Accounting. Mr. Clair was 
Assistant Secretary. 

He has been one of the most active 
members in Tue InstiruTe since it was 
organized, having served a year as IN- 
STITUTE secretary and is now a director. 
Mr. Clair’s many friends will be pleased 
to learn of his advancement. 
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a D Chareer (-—« ‘ ‘ 
— The Institute of Internal Auditors formally 
ete. amnounces the Third Annual Conference to be held ir 
Basorow Cares aecretery New York on October 6, 9, and 10, 1944 
Brendard ff *? red . 
New York MY 






An invitation to attend the Conference is 
extended to all members, their aseociates in business 
CONFERENCE COMMETEEES and their interested friends 
Ceneral Chairmen 
° The various Conference Committees which vere 
os = Compeny appointed are now busily engaged in formulating plans 
which will result in making the coming Conference the 





Vier Coneral Chairman most successful ,et held The Program Committee is 
Punurs € Sanam planning an unusuelly constructive and interesting 
* . m O8 Com Ine . 
Ase program of pertinent subject material handled by out- 


standirg speakers Further, the Conference Comittee, 
through the Exhibite Committee, plans to have an 
educational display by leading manufacturers of office 
es, machines, equipment, and forms 





Arrangements & Hotel 


Reservations 








Budget & Finance In view of the critical transportation probles, 
seetaniek iiiiees to this announcement is being made early enough to enable 
Westen Electr lenrument Corperetion many to couple the New York trip with other business 
Newark, M. 2 affairs in thie vicinity A hotel reservation card 
Echibits will soon be forwarded to you for your use in making 
—— advance registration at the Hotel Roosevelt 
Berepits ne 
“You BY 





Don't forget the time and place --- October 
» 9, and 10 --- Hotel Roosevelt, New York 





Program o y 
E » Gar +- " reed I am looking forward to seeing you at that 


Very truly yours, 














““LET’S MEET 








CONFERENCE 
OCTOBER 8, 9, 10, 1944 


ATTEND THIS CONFERENCE 





INTERESTING AND CONSTRUCTIVE TALKS 
by 
OUTSTANDING SPEAKERS 


OPEN DISCUSSION PERIODS 


EDUCATIONAL DISPLAYS 
by 
LEADING MANUFACTURERS 


FILL IN AND MAIL 
YOUR 
HOTEL RESERVATION CARD 


NOW! 


(The complete program was not finalized 
at the time this issue went to press) 











THERE” 





Aan LAUCKNER 


General Chairman, Third Annual Conference 
The Institute of Internal Auditors 
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HOWARD THIEL, Chairman 
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PROGRAM 
CURTIS T. ATKISSON, Chairman 
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PROGRAM—Cont'd 
SIDNEY W. PELOUBET 
Pogson, Peloubet & Company 


CLAY R. SMITH 
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JOHN A. LACEY, Chairman 
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VINCENT W. AMATO 
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JOHN F. BRADY 
John F. Brady 
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WILLIAM J. FARNAN, Chairman 
General Baking Company 
JAMES D. CHAPMAN 
Otis Elevator Company 

EDWARD D. FLAHERTY 
The American Tobacco Company 
NEAL C. KENNEDY 
Anaconda Copper Mining Company 
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HENRY L. PAYTE 
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SAMUEL P. SMITH 
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EDWARD J. BOEHMER 
Columbia Aircraft Corporation 
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New York City Board of Education 
THEODORE G. ZEH 
American Surety Company of New York 








CHAPTER NEWS 


CHICAGO CHAPTER 


TE Chicago Chapter was born 

on July 29, 1943, and has had 
a successful first year because of 
the enthusiasm and inspiration of 
Charles Hill and Gordon Crowder, 
respectively first President and 
first Governor of the Chapter. At 
the present time we have fifty-one 
members from thirty-seven differ- 
ent companies and firms. 

At the beginning of the Chapter 
year we decided to “stay close to 
shore” and discuss audit office or- 
ganization, practices and proce- 
dures presently employed; the pur- 
pose being to acquaint the mem- 
bers with the various policies in 
effect in the industries represented. 
That this program was carried out 
is evidenced by the fact that dur- 
ing the year we had talks from 
fourteen of our members. Follow- 
ing each of these talks there was 


a general discussion joined in 
wholeheartedly by the entire 
group. 


CLEVELAND C'4APTER 


HE Cleveland Chapter was or- 

ganized on March 22, 1944, as 
a direct result of the enthusiasm 
of four members of Tue INstiTUTE 
or INTERNAL AupiTors, INCcorR- 
PORATED, located in Cleveland. We 
are deeply indebted to J. P. Long, 
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B. L. Lynch, E. C. Shull and L. T. 
Wold for their foresight. The pres- 
ent roll consists of sixteen Mem- 
bers, two Associate Members, and 
one Junior Member. 

We are proud to have two of 
our charter members, Messrs. L. 
T. Wold and H. C. Yelter, serving 
as Chairmen of Industries Com- 
mittees. 

Mr. C. J. Krause, Auditor of the 
National City Bank of Cleveland, 
one of our new members, has been 
chosen President of the Cleveland 
Chapter of the National Associa- 
tion of Bank Auditors and Comp- 
trollers. 


DAYTON CHAPTER 


HE Dayton Chapter of Tue 

INsTITUTE OF INTERNAL AUDI- 
TORS was organized on January 
20, 1944. Two new members have 
since been added to the original 
ten and three more applications 
are now being processed. In ad- 
dition, the Chapter has three jun- 
ior members, two of whom will 
shortly be graduated to full mem- 
bership. 

Monthly meetings were held 
from January through May, and 
some very interesting round-table 
discussions developed. One sum- 
mer meeting will be held in July 
at Old River, The National Cash 
Register Company’s recreation 
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park for its employees. Regular 
monthly meetings will be resumed 
in September. 

As a result of a questionnaire 
submitted to the members, it was 
decided to continue the round-table 
discussion form of meeting during 
the 1944-45 season and to use THE 
InstrruTE’s book on Internal Au- 
diting as a basis for the discussions. 


DETROIT CHAPTER 


E Detroit Chapter completed 
a very successful year with its 
meeting of May 23, 1944, at which 
time the officers and directors for 
the ensuing year were elected. At 
the present time we have sixty- 
five members, representing twenty- 
seven firms. We had an average 
attendance of fifty-three members 
and guests at the nine meetings 
held during the year. 

At the annual meeting, Mr. 
Earle H. Cunningham, as Second 
Vice President of Tue INstrTuTE 
and Governor of the Michigan 
Chapter, presented Mr. John G. 
Ivers, retiring President of the 
Michigan Chapter, with a gift in 
token of his organization and de- 
velopment of this Chapter. 

Mr. Earle H. Cunningham, for- 
merly Assistant General Auditor 
of General Motors Corporation, 
has been appointed General Audi- 
tor of that Company. Mr. A. E. 
Toy was elected Secretary of the 
Detroit Chapter of the National 
Association of Cost Accountants. 


LOS ANGELES CHAPTER 


E Los Angeles Chapter was 
organized in September, 1943, 
by twelve members. At the pres- 
ent time it has twenty-nine regu- 
lar Members, nineteen Junior 
Members and three Associate 
Members, a total of fifty-one. 
While the aircraft and oil indus- 
tries have the largest number of 
representatives in the membership, 
the chemical, packing, automotive, 
dairy and machine tool industries 
are also included in our roster. In 
addition, we have members repre- 
senting a life insurance company, 
the Army, and several associate 
members from firms of certified 
public accountants. We hope to 
secure representation from other 
industries in the area, so that we 
shall have a membership with a 
diversified experience. 
Meetings have been held month- 
ly, and many interesting talks and 
papers have been presented. 


NEW YORK CHAPTER 


HE annual meeting of the 

New York Chapter was held 
on Tuesday evening, June 6, 1944, 
at which time the officers and gov- 
ernors were elected for the ensu- 
ing year. A change was approved 
in the Chapter By-Laws to bring 
them into conformity with the re- 
commended changes with respect 
to terms to be served by Chapter 











14 The Internal Auditor 


Governors, as passed upon by the 
Board of Tue INstiruTe. 

After the business meeting, 
stimulating papers on the subject 
of coordination of interne. and 
outside auditing were presented by 
Sidney Peloubet, of Pogson, Pel- 
oubet & Company, from the stand- 
point of the outside auditor, and 
A. A. Buzzi, Manager of the Au- 
diting Department of Shell Oil 
Company, from the standpoint of 
the internal auditor. The expected 
discussion developed, and while 
differences of opinion cannot have 
been said to be ironed out, they 
were at least discussed. The gen- 
eral conclusion that rigid 
boundaries for the work of the 
two groups are impossible to es- 
tablish, but that there is clearly a 
difference of emphasis which cre- 
ates the two separate fields, with 
more room for specialists on the 
side of the internal auditor than 
is possible in the outside auditor’s 
work. 


was 


PHILADELPHIA CHAPTER 


HE Philadelphia Chapter was 
organized in September, 1945, 
It now has 
thirty-five members affiliated with 


with fifteen members. 


thirty-two different business or- 
ganizations in and around Phil- 
adelphia. Monthly meetings have 
been held, at which time papers 
were presented by various mem- 


bers outlining the system in oper- 


ation by their companies and the 
methods used in the performance 
of their duties as internal auditors. 
Messrs. Garbade, Lauckner and 
Attkisson of Tue INstTiruTE were 
guests at the June meeting. 


TORONTO CHAPTER 


FE. inaugural meeting of the 
Toronto Chapter was held in 
the King Edward Hotel, Toronto, 
on Tuesday, May 23, 1944. The 
Chairman read _ correspondence 
from the Presidents of the various 
American Chapters which con- 
veyed congratulations on the for- 
mation of the first Canadian 
Chapter at Toronto. 

The subject of the evening was, 
“An Internal Audit Department.” 
The speakers were Mr. F. A. Rid- 
dell, Assistant Secretary, George 
Weston Limited, and Mr. L. G. 
Geering, Assistant Secretary and 
General Auditor, Famous Players 
Canadian Corporation Limited. 
Both speakers, being responsible 
for the audit of large corporations, 
were in a position to present the 
subject in a well-organized and in- 
Considerable 

the talks, 
which signified keen interest in 


teresting manner. 
discussion followed 
the subject matter. 
The meeting was well attended 
by members and guests, which 
would indicate that the Chapter 
has a promising future. 


INTERNAL AUDIT 


ORGANIZATION AND PROGRAM 


by CURTIS T. ATKISSON 


ESS than four years ago there 
was not a single volume that 
treated internal auditing in a com- 
prehensive manner, as then prac- 
ticed by companies making exten- 
sive use of this important too! of 
management. Such a volume was 
published in 1941. 

Late in 1941 Tue InstrTUTE or 
INTERNAL AUDITORS was organ- 
ized, a technical and professional 
organization devoted to the inter- 
ests of the internal auditor. Tue 
INsTITUTE OF INTERNAL AUDITORS 
in a little over two years has be- 
come an active nation-wide organ- 
ization and has been responsible 
for the publishing of twe addition- 
al volumes, entitled “INTERNAL 
AupitTinc, A New MANAGEMENT 
TECHNIQUE,” and “MANAGERIAL 
Control TuHrouGH INTERNAL 
AupitTinc.”* As would be expec- 
ted, the activities of Tue Instt- 
TUTE and its membership have led 
to an intensification of the inter- 
est and clarification of thinking 
in the theory and principles of in- 
ternal auditing, and there appear 
to be developing therefrom many 


1 Internal Auditing, by Victor Z. 


Brink, Ronald Press, New York, 1941. 
2 A Symposium of Addresses and 
Discussions, Brock & Wallston, 1943. 

3 By The Institute of Internal Auditors, 
Brock & Wallston, Stamford, Conn., 1943. 


15 


practical benefits to those concerns 

making use of internal auditing, 

with promise of more to come. 

In the volume on “MANAGERIAL 
Control THrRouGH INTERNAL 
Aupitine”® published by Tue In- 
STITUTE OF INTERNAL AUDITORS 
last year, the following summary 
definition of internal auditing is 
given: 

“The organized activity on 
the part of the management to 
assure itself of proper adherence 
to company procedure and pol- 
icies, and to secure the benefits 
of a systematic and objective 
verification and constructive a- 
nalysis and appraisal of the ac- 
counting, financial and other 
aspects of the company’s oper- 
ations.” 

In discussing the definition the 
author goes on to point out four 
characteristics or aspects of inter- 
nal auditing: 

1. The major responsibility of the 
internal auditor, unlike the 
public accountant, is to corpo- 
rate management and accord- 
ingly he does not displace the 
public accountant. 

. The special qualifications of the 
internal auditor are his famil- 
larity with all phases of the 
company’s operations and his 


to 











ability to combine this knowl- 
edge with his knowledge of 
basic auditing methods. 


3. The internal auditor is a “com- 
pany” man who is alert to ways 
of increasing the efficiency of 
the company’s operations, as 
company welfare means in turn 
his own welfare. 


4. The internal auditor is inde- 
pendent of the accounting sys- 
tem, which system includes the 
necessary internal or cross 
checks, the internal auditing 
consisting of supplementary 
tests to determine the adequacy 
of the internal checks. 


The first characteristic men- 
tioned, that of primary responsi- 
bility to corporate management is 
by way of contrast with the well 
recognized primary responsibility 
of the public accountant to the pub- 
lic rather than to management. 
The published financial statements 
of a corporation necessarily are the 
ultimate responsibility of the pub- 
lic accountant and it is with the 
soundness of these statements, up- 
on which he expresses his opinion 
and stakes his reputation, that the 
public accountant is principally 
concerned. Management, on the 
other hand, is deeply interested in 
the verification, analysis and ap- 
praisal of many phases of the cor- 
porate affairs in addition to the 
published financial statements, 
and it has found, and the public 
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accounting profession has found, 
that detailed verification and the 
constructive analysis and apprais- 
al of the accounting and other as- 
pects of the company’s operations 
can usually be more effectively 
and economically carried on by a 
staff of men continually available 
and responsible to the manage- 
ment. 


SPECIAL QUALIFICATIONS 


The second characteristic men- 
tioned, that of familiarity with all 
phases of the company’s opera- 
tions and the third characteristic, 
that of the direct interest of the 
internal auditor in company effi- 
ciency and welfare, account in 
considerable degree, no doubt, for 
the conclusion just stated with re- 
spect to the relative efficiency and 
economy of internal auditing ser- 
vice as compared with the feasi- 
bility and cost of obtaining similar 
service from public accounting 
firms. For example, although the 
public accountant would no doubt 
investigate and report upon a 
shortage of $10,000 in the general 
fund cash, he would not be likely 
to note or be concerned about an 
annual waste of this amount due 
to inefficient organization of a 
company office or department or 
due to unnecessary duplication of 
functions or records among de- 
partments. 
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INDEPENDENCE FROM 
ACCOUNTING 


With respect to the fourth char- 
acteristic of internal auditing, that 
of the internal auditor’s independ- 
ence of the accounting system and 
his responsibility for determining 
through supplementary tests that 
the internal or cross checks pro- 
vided in the accounting system are 
adequate and actually functioning, 
recent technical and professional 
literature has included interesting 
discussion on two points, namely, 
(1) the scope of internal check, 
and (2) the place of the internal 
auditing department in the com- 
pany organization. 


Inasmuch as internal auditing 
has become clearly identified with 
the post-audit function, internal 
check may be considered as in- 
cluding all provisions in the sys- 
tem of internal control wnich pro- 
vides cross checks and balances. 
The check is not limited to the 
fact of mathematical agreement. 
It may refer to the fact, for ex- 
ample, that the quality of mater- 
ials purchased by the purchasing 
department is subjected to a sec- 
ondary check by the using depart- 
ment in that 
would generally be expected to 
It is 
pointed out that the effectiveness 


such department 
protest defective material. 


of the cross checks is in proportion 
to the degree of independence ex- 


DETROIT P 


isting between two procedures or 
two persons, that no person should 
be in entire control of an impor- 
tant part of a transaction, that ac- 
counting and operation should be 
separated, that is, the cashier or 
the storekeeper must not establish 
control over their own account- 
ability, and that responsibilities 
should be fixed to the greatest 
practicable extent. The comptrol- 
ler, or other chief accounting of- 
ficer, whatever his title may be, 
is responsible for the accounting 
system and tne providing of an 
efficient system of internal check. 


PLACE IN 
THE ORGANIZATION 


In discussing the place of the 
internal auditing department or 
group in the company organiza- 
tion, it might be well to recognize 
that in some organizations at the 
present time the internal auditing 
department has limited responsi- 
bilities. For example, the internal 
auditing department in many com- 
panies is used almost entirely to 
check branch offices while the 
work in the central or headquar- 
ters office is performed by the pub- 
lic accountants. Though in certain 
instances the internal audit staff 
checks the records of the purchas- 
ing department, claim department, 
insurance department, general ac- 
counting department, sales depart- 
ment, engineering department and 


BLIC LIBRARY 
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a wide variety of other activities 
which are not strictly of an ac- 
counting nature, this does not 
seem to be the general practice. 

Disregarding for the moment 
possible limitations of various 
types on the scope of the responsi- 
bilities of the internal auditor, we 
may outline briefly what seems 
to be considered the ideal situa- 
tion, namely, that wherever the 
volume of operations and division 
of executive responsibilities per- 
mits, there should be one man, 
responsible directly to the top level 
of management, whose sole re- 
sponsibility is the post-audit, or re- 
view and appraisal, of the activi- 
ties of every department and di- 
vision of the company whether 
located in the general office or the 
cross-road points. Having had no 
responsibility for operating, ac- 
counting and other administrative 
decisions or for their manner of 
execution or recording, he has the 
maximum freedom for objective 
and critical analysis and report- 
ing. 

We all know there are limits 
beyond which an auditor cannot 
go in reviewing operating activi- 
ties. We know there is a border 
region between the auditor’s rec- 
ognized domain and that not so 
recognized, which varies greatly 
among types of businesses and 
parts of the business. We know 
that unskillful wandering in the 
border region can do more harm 


than good. We know that an au- 
ditor with the proper, and hereto- 
fore rare combination, of auditing 
and business experience, tact, per- 
sistence and salesmanship can go 
into the border regions, and come 
out alive with the answers to prob- 
lems that no one else can solve 
with similar dispatch. Many com- 
panies heretofore have not had the 
qualified manpower and have not 
properly covered these border re- 
gions. 


THE POST-WAR PERIOD 


In recent years the reservoir of 
university trained accountants, in- 
cluding a portion with equivalent 
self-training, has been gradually 
building up so that today there 
have been retained in the auditing 
field some men of the somewhat 
rare combination of training and 
characteristics required for mod- 
ern internal auditing. A steady 
stream of manpower is becoming 
available, though the war has in- 
terrupted and dislocated the flow. 
In the post-war period, if I may 
be permitted a few predictions, the 
flow will be augmented so that 
every alert management requiring 
internal audit service of a high 
grade can fulfill those require- 
ments. 

This does not mean that inter- 
nal auditing will be given the keys 
to the treasury and told to hire 
more auditors and then still more 





auditors. The question of expense 
control in the post-war period will 
not, as is sometimes the case now, 
be subordinated to getting the war 
job done, nor will the expense of 
doing business be thought of so 
kindly as a tax deducion. Man- 
agement will keep an unusually 
sharp eye on all expense budgets, 
including that of the auditing de- 
partment. This may even mean 
fewer auditors. But if the needs 
are met it will certainly mean 
more auditing and better auditing. 


Any members of the audit staff 
who have an over-addiction for 
routine will be given a job to 
match, and their places filled by 
men who are away now fighting 
our battles and learning to “do the 
impossible” or by men now on the 
staff who may have learned to do 
the work of two. There will be far 
less routine checking, more reli- 
ance on internal and spot-checks 
and more thinking as to the why 
of the checking. 


SCOPE OF PROGRAM 


My predictions and remarks in- 
dicate a feeling that there is work 
to be done and that it may in some 
cases have to be post-war work, 
in keeping internal audit and con- 
trol systems up to date to meet 
the demands that management has 
a right to make and may be ex- 
pected to make of internal audit- 
ing. But specifically, just what 
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does this mean? The answer, of 
course, depends upon the facts of 
every individual situation, but you 
may check your ideas with mine 
and with your own situation by 
considering the following general 
suggestions. 


First, be sure your company has 
or gets a fully qualified internal 
auditor. He will see that he has 
the necessary qualified staff of au- 
ditors. 
pany 
with 


Then be sure your com- 
places full responsibility 
the internal auditor for 
checking any and all departments 
of the company. Among the ma- 
jor details that follow from these 
two fundamentals I might suggest 
a number of items for your check- 
list. 


The program of internal audit 
assignments should give due atten- 
tion to verifying 
management 


adherence to 
policy, 
procedures and good business prac- 
tice, in all offices and 
If perfect systems 
an. human beings were available 
there would be no need for audit- 
ing. The man next door to the 
president's office may be in a posi- 
tion to perpetuate errors, bad busi- 
ness practices, fraud, inefficient 
procedures, et cetera, with far more 
damaging results than the man- 
ager or chief clerk at the cross- 
roads district office. The public ac- 
countant may not be directly con- 
cerned with either in his verifica- 
tion of financial statements. 


prescribed 


company 
denartments. 
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The program of internal audit 
assignments and instructions for 
carrying on of such assignments 
should give due consideration to, 
and avoid duplication of, the pub- 
lic accountant’s audit program. To 
do this the internal auditor must 
know just what the public ac- 
countant’s program is; though 
naturally he will not be advised, 
for example, as to particular 
months of the year to be selected 
for detailed check, and the like. 


This enables the internal audi- 
tor not only to avoid duplication 
of the public accountant’s work 
but enables him to suggest addi- 
tional means for reducing detailed 
work on the part of the public ac- 
countant’s staff through perform- 
ance of additional work by the in- 
ternal audit staff and other com- 
pany employees. This may take 
the form of preparation of addi- 
tional analyses, reconciliations and 
other working papers, furnishing 
of certified copies of minutes and 
important contracts, with inter- 
pretations of accounting features, 
and furnishing lists of accounting 
system changes made during the 
year with explanation of internal 
control safe-guards provided. 


The internal audit program and 
procedure should maintain a prop- 
er balance between the extremes 
of too much detailed mathematical 
procedural checking which tends 
to become monotonous and in 
large part useless and wasteful, 


and that of too little brass-tacks 
detailed checking, in which the 
tendency is for the so-called audit 
or inspection to become too much 
of the nature of a casual, nice visit 
with the personnel in the office. 


While the internal audit staff 
member is not an insurance spe- 
cialist, a right-of-way specialist, 
or the like, he should have a gen- 
eral background so that with 
his intimate contact with company 
records he may make the most of 
his opportunities for offering con- 
structive suggestions to these var- 
ious specialized groups. Natural- 
ly the auditor’s ability to present 
his suggestions tactfully and force- 
fully, aside from their inherent 
worth, governs to a large extent 
the attitude toward his activity. 
An inexperienced or unskillful 
staff member cannot carry on this 
type of work. The department 
heads would be quick to point out 
the ineffectiveness and lack of 
benefit from his investigations and 
in the circumstances the depart- 
ment heads would lose confidence 
in the audit program and with- 
hold their necessary active cooper- 
ation. 


CONSTRUCTIVE ANALYSIS 


The audit program and instruc- 
tions should be definitely planned 
to meet the needs of management. 
Except for the bare audit essen- 




















tials of financial statement verifi- 
cation and the providing of rea- 
sonable protection for the com- 
pany and the employees against 
fraud, all steps in the audit pro- 
gram and procedure should be 
weighed in the light of their use- 
fulness to management. Account- 
ing and auditing produce nothing 
of themselves, but the basic audit- 
ing procedures are important as a 
starting point for an additional 
and more important contribution, 
that is, constructive analysis and 
appraisal of company policies, pro- 
cedures, operations and personnel. 
Unless the audit program and in- 
structions are designed with this 
definitely in mind too often thie 
audit staff members’ time will be 
entirely taken with bare audit es- 
sentials and no time will be avail- 
able for carrying on their role as 
an arm or tool of management in 
observing and reporting on com- 
pany operations. 

On the other hand, the internal 
auditor’s function is primarily 
that of observing and reporting to 
management. He does not have 
the responsibility for finding a 
solution to the matters that appear 
to him to be unsatisfactory; though 
his advice may be asked and 
though he may offer a solution, 
the final decision is not his. He 
has not had the responsibility for 
deciding upon the various features 
of the new plan of compensation 
for salesmen, but he will report 
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whether the new plan is working 
satisfactorily and _ particularly 
whether it is producing the speci- 
fic benefits that its advocates ad- 
vanced when the plan was ap- 
proved; or he will determine that 
some other qualified and unbiased 
individual has reviewed the mat- 
ter. He did not make the decision 
about the changes in the general 
accounting system or the changes 
in the customer accounting statis- 
tical routines or about the new 
machine system installed, or the 
new plant records, but he will ob- 
serve and report the effects of 
these changes and whether the an- 
ticipated benefits are being real- 
ized. 


The extent tc which these pro- 
ductivity verifications and ap- 
praisals can be carried on by the 
internal aud:t staff depends, of 
course, upon the methods of oper- 
ation in the company, the abilities 
of the audit staff members, the 
ability and imagination of their 
supervisor, the internal auditor, 
the desires of the particular man- 
agement executives and other fac- 
tors. Some of the special investi- 
gations made in the past may be 
put into the regular audit pro- 
gram. The productivity tests only 
a few companies now make will 
be added to the audit programs of 
other companies. No doubt there 
will be tests adopted as standard 
practices that 
dreamed of today. 


are not even 
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Certain personnel and employee 
relations problems, for example, 
have received important attention 
recently that were not even recog- 
nized as problems a few years ago. 
Increased regulation of business 
and increased recognition of the 
responsibility of business to the 
public generally have created prob- 
lems that will eventually if not 
soon become a new part of inter- 
nal audit programs. Wherever a 
competent, unprejudiced check 
and appraisal of actual perform- 
ances is desired by management, 
the internal auditor has a respon- 
sibility and an opportunity. 

In the coming years as never 
before business concerns may be 
faced with increasingly competi- 
tive conditions. Training and ex- 
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perience in checking records and 
appraising actual performance a- 
gainst estimated or expected per- 
formance, and his intimate famil- 
iarity with his company’s opera- 
tions at many locations and in 
many departments, make the in- 
ternal auditor particularly valu- 
able in detecting inefficiency and 
waste. 

As I have indicated, those who 
would make the most of the valu- 
able contribution internal auditing 
can make to the advancement of 
their companies’ interests would 
be well advised to see that they 
retain in this work, or attract to 
the work, the best qualified man- 
power available or that may be- 
come available in the post-war 


period. 


ero 








NECROLOGY 


Institute friends of Mr. Earl O. Dunlap have been 
shocked to learn that he has passed away. 
association with many other professional bodies, Mr. Dunlap 
was First Vice President of THe INstirute during the first 
year of operation and had many friends in Tue INstiruTE 
in which he was an enthusiastic worker. 


We regret to announce the passing of Mr. John F. Spain. 
He was a member of Chicago Chapter and had been in the 
employ of the Railroad Retirement Board. 


In addition to his 








THE SELECTION AND TRAINING 


OF 
P. D. 


FEEL highly honored by the 

subject assigned to me this eve- 
ning because of the time-honored 
maxim that “self-preservation is 
the first law of nature,” and the 
truism that the selection and train- 
ing of internal auditors is one of 
the first requirements of the self- 
preservation of your profession. 

You have formed a national per- 
manent association of members 
whose common interest is internal 
auditing. Obviously, your success 
and permanence as an institute is 
tied in with the success and per- 
manence of internal auditing as a 
profession. That profession is new. 
Its objectives are well defined. The 
need for it is clear; but its methods, 
standards, conventions, and ethics 
are in the making and largely up 
to you. 


INSTITUTE ROLE 


You members of this INstrTuTE 
are in a position comparable to 
that of a group of architects and 
engineers charged with the re- 
sponsibility of laying out the plans 
of a city and knowing in advance 
that it will be a great city. If such 
a group does its work well, the city 


*A paper presented before the Chicago 
Chapter, May 16, 1944. 
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will grow in an orderly manner 
and it will not be necessary to tear 
down existing structures to make 
way for parks, super-highways, 
elevateds, and subways, as the 
need for such things arises. All 
of that should be anticipated in the 
original plans. That is a difficult 
task, but, in a sense, your task is 
more difficult you deal 
with such abstractions -as profes- 


because 


sional principles as standards and 
rules of human conduct that can- 
not be laid out on a blueprint. 
Your practical means of giving 
effect to your ideas and of extend- 
ing them into the future lie main- 
ly in your selection and training 
of the internal of the 
future. 


auditors 


We do not know the precise pat- 
tern that our future economic 
structure will take, but do 
know that it must meet the needs 
of a large population with a much 
broader range of desires to be sat- 


we 


isfied. We can be reasonably sure 
that most of the products demand- 
ed will require the use of power 
and machinery and of large or- 
ganizations for manufacture and 
distribution. In event, the 
problem that gave rise to your 
profession, that of scientifically 
helping 


any 


management coordinate 
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the efforts of the many phases of 
a great enterprise, will be there— 
and bigger than ever. We can best 
anticipate that problem now by 
carefully selecting and training 
those who will inherit the direct 
responsibility of working it out. 


The word “selection” has a two- 
way meaning. You must select 
the new members of your profes- 
sion and they must select you. It 
should work both ways. Real a- 
chievement in any profession is 
likely. to be the result of a strong 
individual will to do big things 
in that profession—aside from 
making a living. There should be 
a genuine pride in professional 
workmanship and a natural hu- 
man ego craving achievement. 
That pride and that ego are much 
more likely to exist if the individ- 
ual, voluntarily and _ eagerly, 
chooses internal auditing as his 
profession. 


SIMPLE DEFINITION 


It is probably true that most 
successful doctors, lawyers, and 
engineers made up their minds 
about what they were going to be, 
a long time before they put on 
long trousers. In time, that fact 
will apply to your profession too. 
The process of selection, then, 
should begin long before the ac- 
tual point of selection. The first 
step is to inject into ambitious 
and receptive minds of young 


people in high school, a little of 
your gospel of internal auditing. 

At present, that seems an up- 
hill undertaking. Young people 
know something about law, medi- 
cine, and the older professions, but 
they are not likely to know much 
about internal auditing. Your first 
difficulty lies in telling them just 
what internal auditing is. Your 
standard definition is good and 
technically accurate, but much too 
technical for this purpose. There 
is no point in telling a youngster 
that internal auditing is “the or- 
ganized activity on the part of the 
management to assure proper ad- 
herence to company procedures, 
policies,” et cetera. But you can 
tell him that internal auditors do 
much to keep great enterprises 
running smoothly, that if it were 
not for the work they do, his dad 
might have to pay much more for 
his automobile or his radio or he 
might not have such things at all. 
You might point out roughly that 
great enterprises require money, 
labor, and brains and that internal 
auditors supply a good part of the 
brains. You might appeal to his 
love of action by emphasizing that 
an internal auditor gets around in- 
to every part of a great enterprise, 
that he must know the business 
from the ground up, that he is not 
a swivel-chair executive. 


The problem is to create in 
the minds of these young people 
a concept of internal auditing as 








an interesting, action-requiring 
profession, in which they can sat- 
isfy their desire for action and pro- 
fessional achievement. It is not 
necessary to go into technical dis- 
tinctions, other than to convince 
them that you are a distinct group 
carrying out an important work 
much more definite and _ profes- 
sional than that implied by the 
general term, “business man.” 
After all, when the average young 
fellow makes up his mind to be- 
come a doctor, he knows that doc- 
He is 
not likely to know the difference 
between an 


tors take care of the sick. 
orthopedic surgeon 
and a psychiatrist even though he 
may become one or the other. The 
ego that influences his original de- 
cision to become a doctor is not 
technical. 


In the selection of new mem- 
bers, one profession necessarily 
competes with others. Your pro- 
fession is at a disadvantage be- 
cause it is new, but that need not 
be discouraging. Just a few years 
ago, very few had anything like 
a full understanding of the ac- 
counting profession and few uni- 
versities carried complete account- 
ing courses. It did not take long to 
change that, even without an or- 
ganized effort on the part of the 
accounting profession. If you be- 
lieve in the proposition that selec- 
tion should work both ways and 
start out conscientiously to educate 
prospective internal auditors so 
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that, at the proper time, they will 
select your profession, the task 
should not be too much for you. 


This kind of selection assures 
the minimum waste in time and 
effort in training employees who 
take a job for the money, stay a 
while, and then go on. It gives 
you your best assurance that a be- 
ginning comes 
with a firm intention of staying 


internal auditor 
and starts right in training for a 
permanent place in your organi- 
zation. 


EARLY TRAINING 


This kind of selection implies 
pre-internal auditing training with 
two major objectives: (1) to give 
the trainee a better understanding 
of internal auditing as such; and 

2) to give him more information 
about your particular company— 
its organization, management, pol- 
icies, and economic importance. 
The second objective is especially 
important because an internal au- 
ditor is essentially a company 
His practice of internal au- 
diting is a phase of company ad- 
ministration and control directed 


man. 


toward company achievement. A 
young internal auditor, personally 
ambitious, is most likely to reach 
his goals if he can identify them 
with company objectives. He can- 
not do that intelligently unless you 
give him full information about 
your company. 
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You, as an InstiruTe can do 
much to give the prospective selec- 
tee a better understanding of in- 
ternal auditing as such. John 
Thurston, apparently, had that in 
mind when he wrote to schools to 
see what he could do to get organ- 
ized training for internal auditors 
under way. Your year book, ar- 
ticles in the Journal of Account- 
ancy and other literature are a 
good beginning, but you can do 
more by continuing the program, 
publishing informative literature 
for the general public and making 
it less technical as the technical 
aspects of internal auditing be- 
come more generally known. A 
good part of this literature should 
be directed specifically to young 
people: students of accounting and 
business management, after-the- 
war American Legion Posts, and 
other groups in which logical pro- 
spective internal auditors are like- 
ly to be found. Some program of 
this nature seems necessary if you 
are to be successful in getting the 
most desirable selectees to select 
you. 


The problem of giving the pro- 
spective selectee more information 
about your particular company, on 
first thought, may appear to be 
entirely a matter for the individ- 
ual companies, but that is not ne- 
cessarily true. Much of it can be 
done by your INstirute. For ex- 
ample, when you have told a pro- 
spective selectee what internal au 


diting is in general, you need 
specific examples to make your 
definition more clear and convinc- 
ing. If, in these examples, instead 
of referring to “Company A” or 
“Company B,” you can refer to 
The Peoples Gas Light and Coke 
Company or to the Peabody Coal 
Company, your examples will go 
over better and you can be accom- 
plishing something on your second 
as well as your first objective. 
You can also combine your two 
objectives by promoting organiza- 
tions of junior internal auditors 
who are interested in both specific 
company problems and basic in- 
ternal auditing procedures. Mem- 
bership in such organizations need 
not be limited to the internal au- 
diting staff. At least part of the 
program might be thrown open to 
other members of your organiza- 
tion or even to outsiders who show 
evidence of having the stuff that 
makes good internal auditors. A 
young person who is at the right 
age to make up his mind about a 
profession is likely to be greatly 
influenced by the interests of his 
associates, especially those a little 
older, who have already broken in 
on a practical business job. If se- 
lection is really to work both 
ways, this should prove one of the 
most practical selection devices. 


PERSONNEL SOURCES 


As to final selection for the job, 
each company necessarily selects 





its own internal auditors. There 
may be an employment or person- 
nel department to pick the right 
person for the right job; but em- 
ployment or personnel directors 
should be guided by the job qualli- 
fications insisted upon by depart- 
ment managers. In that case, it 
becomes necessary to work on the 
employment or personnel direc- 
tors, letting them know the kind 
of qualifications you want. If you 
don’t, they are likely to over-em- 
phasize accounting and under-rate 
other important qualifications. 
They may take a too narrow view- 
point of internal auditing and send 
you men with good analytical 
minds but lacking in tact, resource- 
fulness, executive ability and hu- 
man sympathy. 

Final selection may be made 
from various groups such as: 


Company men in other de- 
partments. 

Senior classes in universities, 
colleges, and high schools. 

Qualified 


cants. 


individual appli- 

I mention first company men 
in other departments because they 
already have certain qualifications 
which those in other groups must 
acquire. They have a working 
knowledge of your company’s pro- 
ducts, its general organization, and 
policies. You know at least, that 
they have passed certain funda- 
mental tests. 
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In the interest of company men, 
I think that it would be well to 
make it generally known through- 
out your organization, that there 
are certain educational and tech- 
nical prerequisites to be met by 
junior internal auditors, and the 
extent to which these qualifica- 
tions may be acquired by ambi- 
tious employees on the job in other 
departments. The company man 
who studies after working hours, 
to acquire these qualifications, will 
come to you with the best kind of 
evidence of initiative, determina- 
tion, and persistency, as well as 
with a working knowledge of your 
company’s operations. 


Public accounting firms and 
large corporations have long scout- 
ed senior classes in universities 
and colleges for promising talent. 
In your case, because of the great 
value of company experience, I 
think that high school senior class- 
es should be considered too. The 
high school graduate who starts 
to work right away is not ready 
to become an internal auditor, but 
he can take a job with your or- 
ganization and start training with 
By the 


time he has had four years com- 


that objective in mind. 


pany experience, combined with a 
well organized after-working-hours 
educational and training program, 
he should have an excellent back- 
ground for internal auditing ex- 


perience. 








TRAINING METHODS 


Much depends upon the nature 
of that educational and training 
program. I think that it should 
be an appropriate combination of 
basic education and practical busi- 
ness training. The two are not 
entirely distinct. We get the best 
education and the best training 
when we combine them. There 
should be no point at which edu- 
cation leaves off and training be- 
gins. 


Training, of course, must em- 
phasize certain immediate practi- 
cal objectives. It must deal with 
such subject matter as 
men, machinery, and materials, 
but seems to be no valid 
reason why this subject matter 
cannot be used to stimulate and 
develop the processes of logical 
thinking as well as Shakespeare 
or a dead language. That a par- 
ticular mental activity serves an 
immediate commercial purpose 
should not detract from its dignity 
nor disqualify it as an educational 
medium. By that, I don’t mean 
that we should commercialize edu- 
cation but rather that we should 
give to practical business training 
some of the depth and vision of 
education. In proportion to the 
thought and organization which 
we put into its preparation, our 
training material may resemble a 
telephone book or a philosophy. 


prosaic 


there 


We can give practical business 
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training the essential quality of 
education by putting the empha- 
sis on its final objective, to teach 
an individual to think—not just 
to give him facts which others al- 
ready have learned, although that 
is an important part of it. Give 
him the facts about his immediate 
job and make him use them until 
he can solve all ordinary problems 
sub-consciously, but don’t let him 
get the idea, that that is all there 
is to it. Keep him conscious of 
the fact that there will always be 
new unprecedented problems that 
will require initiative, resourceful- 
ness, mature practical judgment, 
and an unbiased mental attitude 
and that his training is primarily 
to develop these qualities, not just 
to give him an accumulation of 
factual information. 


ACCOUNTING TRAINING 


I want to emphasize the value 
of accounting in the training of 
internal auditors even though I 
may run the risk of being com- 
pared to the porcupine whose idea 
of perfect beauty was a giant 
prickly cactus. I emphasize ac- 
counting, not because internal au- 
ditors naturally deal with accounts, 
but because of the intrinsic value 
of accounting in the development 
of mature practical judgment and 
an unbiased mental attitude. I 
frequently find college graduates 
who are familiar with the intricate 
problems of geometry and trigo- 








nometry and who can solve quad- 
ratic equations with ease, and yet 
who stumble over the most ele- 
mentary problems in accounting. 
That seems strange because surely 
ordinary problems in accounting 
are not as complicated as raising 
x to the n’th power or extracting 
the n’th root of y. The explana- 
tion seems to lie in the fact that 
accounting problems introduce a 
new factor which cannot be re- 
duced entirely to textbook rules 
and that is the application of ma- 
ture practical judgment. The value 
of accounting in the development 
of an unbiased mental viewpoint 
is inherent in an accountant’s 
work and needs no explanation’ to 
any group of accountants. 


In teaching accounting, we have 
what we call a “balance sheet ap- 
proach.” It is really a “balance 
sheet and operating statement ap- 
proach.” Instead of starting a 
student with debits and credits, 
journal entries, and ledger ac- 
counts, we show him a complete 
balance sheet and operating state- 
ment and explain their structure, 
functions, and interrelationships. 
To some, that looks like putting 
the differential in front of the 
steering gear; but it has proven to 
be a sound educational device and 
has been widely adopted. The 
principle, of course, is that the 
student will be in a better position 
to understand the devices used in 
accumulating data for the final 
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statements if he studies the state- 
ments first. 


AUDITING TRAINING 


Now, let’s see if we cannot ap- 
ply that same principle in our con- 
sideration of the proper training 
of internal auditors. Let's have a 
good look at the finished product 
first. 
ards, an internal auditor is some- 
thing more than an auditor in the 
narrow sense in which that term 
is frequently used. 


As I understand your stand- 


He is primari- 
ly a representative of management 
or headquarters. His job is to con- 
firm the accuracy of recorded data 
and to make a constructive ap- 
praisal of accounting and operat- 
ing procedures. It seems that it 
becomes up to him to do a lot of 
unofficial helping with all kinds 
of operating problems as well as 
making official 
proper channels. 


reports through 

His working relationship with 
other people are much closer than 
those of a general accountant. As 
a direct representative of manage- 
ment, he executive re- 
sponsibility for the smooth work- 
ing of the organization. If he is 
properly trained, his work should 
be like so much lubricating oil on 
the operating machinery. If he 
isn’t, it may be like so much sand. 
Before planning a training for 
anyone with a job like that, we 
ought to see: what traits of char- 


assumes 
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acter and ability are most essential 

his success. We can then plan 
our training to develop the most 
desirable qualities. 

The most important quality of 
an internal auditor seems to be 
aptly expressed by the phrase, “in- 
direct executive ability” or collo- 
quially “the ability to get things 
done with neatness and dispatch 
without assuming difect control.” 
It is primarily executive rather 
than reporting because the main 
purpose of the reporting is to get 
the job done right. As a rule, the 
more the reporting, the better. It 
is indirect because the internal au- 
ditor does not set himself up as a 
boss in any department. His pur- 
pose is rather to get the boss in 
each department to act in con- 
formity with the policies of the 
management, preferably, without 
letting that boss know that he is 
“being got” to do anything. 

It takes more than a knowledge 
of accounting debits and credits 
to do a job like that. It involves 
human understanding and sympa- 
thy. It requires the ability to see 
and understand the other fellow’s 
point of view and the technique of 
gaining confidence and coopera- 
tion through analyzing every prob- 
lem impartially in terms of profit 
and loss—to the company and to 
the individual. 

Our training program should 
utilize every means to develop that 
rare ability and technique. For 


lack of a better term we shall refer 
to these as training factors. The 
most apparent of such factors are 
the books, articles, and other liter- 
ature which you have published 
and to which you will add. This 
literature should help by creating 
in the mind of each internal au- 
ditor a more complete and precise 
concept of his responsibility as 
such and a better understanding 
of “indirect executive ability,” 
whether or not he knows it by that 
name. 


JOB TRAINING 


The second training factor is the 
influence which you as senior in- 
ternal auditors naturally have on 
those whom you are training. A 
junior necessarily gets his ideas 
from two sources: from his practi- 
cal experience on the job under 
your supervision and from his or- 
ganized training. The two should 
be coordinated. You may plan a 
thorough course of training and 
put it into use but the good which 
you get out of it will not be one 
hundred per cent unless the im- 
pressions which the junior gets on 
the job are consistent or at least 
reconcilable with those which he 
gets from his training. 


We must recognize, too, that 
this consistency cannot be literal. 
It is not likely that the organiza- 
tion and procedures in a particular 
company will be the same in every 








respect with those outlined in 
training texts. In some cases there 
may be direct contradictions, but 
it does not follow that the texts 
are all buncombe or that the com- 
pany’s procedures are all wrong. 


When a junior finds an incon- 
sistency between his training and 
what he is doing on the job, he is 
likely to jump to the conclusion 
that his training does not mean 
anything. You can save him val- 
uable time by drawing him away 
from that conclusion. That does 
not mean telling him that there is 
no inconsistency You cannot solve 
a problem by denying its exist- 
ence. Usually it’s merely a matter 
of pointing out that the terminol- 
ogy and procedures customarily 
followed in practice cannot be re- 
pealed over night even though a 
change may appear desirable. You 
can help further by emphasizing 
that the primary purpose of his 
training is not to lay down arbi- 
trary rules but is rather to get him 
into the habit of thinking clearly. 
The very fact that he senses an 
inconsistency is evidence that his 
training is having the desired ef- 
fect. 

A conscientious junior may take 
a much too literal interpretation 
of the problems and solutions in 
his training texts. He may be like 
the rookie who was trying to drive 
a nail into the barracks wall using 
a glass ink-well as a hammer. His 
sergeant yelled at him, “Don’t 
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drive the nail with that glass ink- 
well—use your head!” Unfortun- 
ately the rookie took those instruc- 
tions literally and landed in the 
hospital. 


The junior may sometimes miss 
the significance of that phrase fre- 
quently used in his training “of a 
relatively material amount.” He 
may carry his ideas of abstract 
perfection so far that they become 
practical absurdities. He may 
waste time seeking text book au- 
thority for everything without 
realizing that in most practical 
situations, the right decision must 
come from his own reasoning. 
These are some of the tendencies 
which you should see and correct 
without destroying the junior’s 
faith in his training or desire to 
get more of it. 


The problem cannot be rele- 
gated to a training program and 
forgotten on the job. It calls for 
teamwork with those who assume 
responsibility for the training—a 
recognition on the part of teachers 
of the “brass tacks” problems in 
applying principles on the job and 
a recognition on the part of com- 
pany men of the dilemma of a 
teacher who is trying at the same 
time to underlying 
principles and to point out their 
limitations in practice. 


ATTITUDES 


The third factor is the promo- 
tion of informal 


emphasize 


company func- 
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tions at which internal auditors, 
department managers, and key 
men can get together to discuss 
company problems and do a little 
“relaxing.” The relaxing is im- 
portant. An internal auditor can 
do his job better if he gets along 
well with the department men. If 
these functions are interesting and 
really informal they can do much 
to break down that “drawing up 
into a shell” artificial attitude that 
makes genuine cooperation impos- 
sible. They help internal auditors 
to get a more sympathetic under- 
standing of the point of view of 
the department men and also help 
the department men to get a better 
appreciation of the internal auditor 
as a constructive coordinator and 
regular fellow. 


KNOW THE COMPANY 


The fourth training factor is the 
study of company literature. As 
a representative of management, 
an internal should be 
familiar with the history of his 
company, its organization, sources 
of revenue, operations, and polli- 
cies. The question of deciding just 
what information of the kind 
usually considered highly confi- 
dential should be made available 
in training the internal auditing 
staff should be carefully worked 
out. The part decided upon should 
be included as a distinct confiden- 
tial part of the training to help the 


auditor 
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internal auditor specifically in se- 
curing proper adherence to com- 
pany policies and to build his own 
morale. 


BASIC EDUCATION 


The fifth factor is basic educa- 
tion. Here we need to consider 
what training the junior already 
has and how well he did it. Some 
will have more than others. Some 
will be better than others. The 
same educational suit will not fit 
all. The list of required subjects 
might include: 

English composition 

Commercial arithmetic 

First year algebra 

Economics 

Popular psychology 

General accounting 

Auditing 

Cost accounting 

Commercial law 

Corporate organization 

Office organization and manage- 

ment 

Social Security Act 

Fair Labor Standards Act 

Securities and Exchange Act 

Basic Course in Federal Taxes 

This outline contemplates fif- 
teen basic subjects and should re- 
quire normally from four to five 
years for completion by one work- 
ing on a job. Usually, however, 
most of the subjects will have been 
completed in school so that a two- 
year program will be sufficient. It 








covers only basic subjects of value 
in any organization. Each com- 
pany will need to provide other 
courses relating to its special prob- 
lems. An internal auditor should 
complete his basic training as soon 
as possible but his practical busi- 
ness education should continue as 
long as he is on the job. 


Credit for training completed 
should be reflected in the junior’s 
progress in his organization as 
evidenced by increased responsi- 
bility and larger pay-checks. Ad- 
ditional recognition in the form of 
certificates for specific subjects 
completed and a final certificate 
for the completion of the basic 
training may be desirable. Such 
certificates may be granted by the 
companies individually or by your 
Institute. In either case they 
have a strong appeal and will serve 
as good practical incentives. Their 
value may be increased by work- 
ing out uniform recognized stand- 
ards. 


In broad generalities we can 
think of practical education as a 
process whereby we can generate 
mental energy in somewhat the 
same way that a dynamo gener- 
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ates electric energy, but our task 
does not end there. We also need 
to see that this stored mental ener- 
gy is used for practical purposes. 
That depends upon the will and 
personality of the individual, 
which, perhaps, we can influence. 
A corporation has been defined as 
an intangible being created by the 
law and possessing such attributes 
Per- 
haps, by a paraphrase, we can ap- 
propriately define education as an 
intangible quality, created by hu- 
man possessing 
such practical attributes as the in- 
dividual gives it by sheer force of 
will and personality. This defini- 
tion, at least, seems most consist- 


as the law confers upon it. 


aspiration, and 


ent with our practical objectives 
in planning the education of an 
internal auditor. Internal audit- 
ing is a baby among the profes- 
sions. By the grace of your Iwstr1- 
TUTE, it appears to have been born 
in a modern hospital! with all mod- 
Also, by 


the grace of your INsTITUTE, it ap- 


ern medical facilities. 
pears to be assured of a proper 
“bringing up” and a good educa- 
tion directed toward professional 


achievement 











AN 


THE DEVELOPMENT OF 


INTERNAL AUDITING DEPARTMENT* 


BYERS BURLINGAME 


INTRODUCTION 


AM going to discuss the devel- 

opment of an Internal Auditing 
Department in a single location 
manufacturing plant of larger size 
and one which does not have some 
of the, shall I say, new-fangled in- 
ternal audit reporting ideas. So 
that you may better compare the 
activities of this Department with 
those with which you are familiar, 
I shall give you a brief outline of 
some of the essential facts you will 
need to know about our company. 


HISTORY 


The Packard Motor Car Com- 
pany (a Michigan Corporation) 
was organized in September, 1909. 
Twenty-five million shares of no 
par value common stock is author- 
ized, of which fifteen million 
shares, issued and outstanding, are 
held by approximately 125 thou- 
sand stockholders. The company’s 
principal peace-time activity was 
the manufacture of automobiles. 
The peace-time product was mer- 
chandized through thirteen sub- 





*A paper presented before the Detroit 
Chapter, November 23, 1943. 


sidiaries and branches and a con- 
siderable number of independent 
distributors and dealers. Our plant 
now contains about 44% million 
square feet of floor space and oc- 
cupies seventy-eight acres of land, 
all in Detroit. The centralization 
of all manufacturing activities car- 
ried on by the parent organization 
has tended to develop a small com- 
pact management group. The com- 
pany is unusually favored in hav- 
ing among its officers and direc- 
tors, men who founded the com- 
pany identified 
with its continued success. In 
1941, the annual production and 
sales volume amounted to approx- 
imately 107 million dollars. To- 
day the volume of sales and bill- 


and have been 


ings is approximately one million 
dollars a day, or between three 
and four times normal volume. 
War contracts were undertaken as 
early as the fall of 1959. Peace- 
time production ceased entirely in 
the spring of 1942. Production 
today is exclusively on war work 
and accounts for practically all 
sales volume. Less than one per 
cent of the total represents sales 


of car service parts and accessories. 








Contracts are held principally 
with the Army, Navy, Ordnance 
and Treasury. Many smaller con- 
tracts are also held with other 
agencies and some subcontracting 
was undertaken to further help 
the war effort. Contracts have al- 
so been fulfilled for several foreign 
governments. In addition, exten- 
sive facilities have been furnished 
by the Defense Plant Corporation 
under lease agreements covered by 
several “plancors.” Production to- 
day is carried on in two major 
divisions, as a separate division 
was created exclusively for hand- 
ling a large cost-plus-a-fixed-fee 
contract. This division has a sep- 
arate accounting department. ~ 


The Comptroller, who is respon- 
sible for accounting throughout 
the entire parent company and the 
subsidiaries, is one of the princi- 
pal executives of the company. 
My discussion will cover the ac- 
tivity of the Car and Marine En- 
gine Division Accounting Depart- 
ment of which the Auditor is the 
administrative officer. This divi- 
sion handles major fixed-price con- 
tracts in addition to sizeable con- 
tracts of other types. All general 
management and administrative 
departments, together with many 
servicing departments, are includ- 
ed in this division. Allocations of 
expense, of course, are made to the 
other division which is ‘exclusively 
on the large cost-plus-a-fixed-fee 
contract. Under our set-up the in- 
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ternal auditor reports to the Comp- 
troller. According to the Comp- 
trollers’ Institute of America, one 
of the duties of the Comptroller is 
“the continuous audit of all ac- 
counts and records of the corpora- 
tion wherever located” and also 
“the installation and supervision 
of all accounting records of the 
corporation.” As we construe ac- 
counting records and transactions 
to be those which are the basis of, 
or which affect Accounting De- 
partment transactions, the author- 
ity to audit extends through most 
departments of the company. 


SUPPORTING REFERENCES 


Some corporations have Internal 
Auditing Departments reporting 
directly to the Board of Directors 
or the President. This may be quite 
logical in specific types of industry. 
However, you will recall that John 
B. Thurston, in his article on the 
reporting responsibility of the In- 
ternal Auditor in the book “INTER- 
NAL Aupitinc, A New MANnace- 
MENT TECHNIQUE,” states that 
fifty-seven per cent of the heads 
of Internal Auditing Departments 
who are members of Tue Instt- 
TUTE OF INTERNAL AUDITORS, re- 
port or are responsible to what he 
calls “departmental management.” 
Assuming that a good share of the 
companies most advanced in inter- 
nal auditing procedure are mem- 
bers of Tue INstiruTe, it is rea- 
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sonable to assume that a much 
greater percentage of companies 
have internal auditing reporting 
to departmental management, or 
are even less advanced in internal 
auditing technique. 


I should like to read you some 
short passages regarding the status 
of internal auditing departments 
from an organization standpoint. 
The following is from an article 
by Arnold O. Wolf, Auditor of 
Scovill Manufacturing Company, 
Waterbury, Connecticut, entitled 
“Internal Audit Fundamentals” 
published in the N. A. C. A. Bul- 
letin of May 15th, 1941: “Audi- 
tors should report to the Comp- 
troller, as he is one man who can 
speak the same language and has 
the direct line authority to do 
something about your findings.” 
Also from an article by John B. 
Thurston, entitled “The Reporting 
Responsibility of the Internal Au- 
ditor” in the book “INTERNAL Av- 
pITING, A New MANAGEMENT 
TECHNIQUE”: “We must also rec- 
ognize that our country is at war. 
Each of the companies we represent 
is beset by myriad problems arising 
out of this war. Lack of adequate 
manpower, lack of proper equip- 
ment, lack of materials and in- 
creased restrictions by government 
are only a few of them. So even 
when we recognize the solution to 
this problem of reporting respon- 
sibility, we must also recognize the 
impracticability of trying to put 


it into effect now in most of those 
companies where it is not already 
in operation.” John B. Thurston, 
as you all know, is a charter mem- 
ber and first President of Tue In- 
STITUTE OF INTERNAL AUDITORS. 
Mr. Arnold O. Wolf received his 
collegiate training at Columbia 
University. 

These quotations, although tak- 
en at random, would indicate that 
the modernness and efficiency of 
an Internal Auditing Department 
cannot be judged entirely on the 
basis of reporting responsibility. 
I was gratified to learn this, es- 
pecially before discussing the prob- 
lems of our company and the 
means of solution that we have 
adopted. 


PAST ORGANIZATION 
AND DUTIES 


Most articles on internal audit- 
ing present an historical back- 
ground of its development. You 
are all familiar with the fact that 
internal auditing, once considered 
a detail checking operation, has 
greatly developed and assumed 
new importance in most organiza- 
tions, and I believe that has been 
true of our organization. I shall 
briefly trace the history of our 
internal auditing functions. 


As was stated earlier, the com- 
pany was manufacturing a single 
major product and operating plants 








in a single location with a result- 
ing compact executive and admin- 
istrative organization working un- 
der plans developed and refined 
over a long period of time. A\l- 
though this plant included pro- 
ductive divisions consisting of 
foundry, forge shop, machine 
shops, stamping plant, body trim- 
ming and painting and chassis and 
body assembly, in addition to nu- 
merous non-productive and servic- 
ing divisions, the operating, ac- 
counting and auditing problems 
were well channeled and top man- 
agement was in a position to main- 
tain close contact with all phases 
of the business. 


Auditing, in so far as accounting 
requirements were concerned, was 
comparatively limited due to the 
soundness of the accounting plan. 
The company has always retained 
competent outside public account- 
ants for year-end auditing, verifi- 
cation of financial statements and 
for consultation in connection with 
particular problems. Under this 
set-up, audits were originally han- 
dled by the Auditor, even though 
he was also administrative head of 
the Accounting Department. La- 
ter, only specific problems or spe- 
cialized audits of operating con- 
ditions were handled by the Audi- 
tor and more detailed routine au- 
dits were assigned to other assist- 
ants. Of course, this was before 
the time that government regula- 
tions caused the many additional 
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problems with which everyone 
concerned with the administration 
of an accounting department is 
familiar. 


The pattern of our experience 
is probably not uncommon, for we 
may point out that the evolution 
of auditing, as practised today, 
was a development from the old 
days where accounting depart- 
ment employees assumed internal 
audit functions. 


Although even today, recognized 
responsibility of the Internal Au- 
ditor is much broader in the ma- 
jority of companies, it is still close- 
ly allied with the Accounting De- 
partment. Since this seems to be 
a natural development of internal 
auditing, it is believed that the au- 
diting requirements of this com- 
pany, as it was understood in those 
days, was fully satisfied. 


As auditing requirements in- 
creased, due both to expansion of 
the business and to greater govern- 
ment reporting requirements, it 
was deemed advisable to have a 
centralized control over this gen- 
eral type of activity. In most ac- 
counting organizations, I believe, 
you will find a Comptroller’s staff 
handling many assignments such 
as special investigations, taxes, in- 
surance, leases, royalties, et cetera. 
With due regard for the nature of 
our over-all organization, these ac- 
tivities together with audit assign- 
ments were included into one 
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group designated as the Internal 
Auditing Department. 


Before discussing present con- 
ditions I should like to point out 
that I have not detailed the step- 
by-step changes in the system and 
in the responsibilities, but wish to 
emphasize that it has been gradual 
to meet existing conditions. There- 
fore, no criticism of prior methods 
is implied, but rather it is felt that 
an adequate and economical sys- 
tem to meet the needs of the busi- 
ness has always been in existence. 


PRESENT DUTIES 


You will probably agree that a 
considerable amount of flexibility 
existed in our system. We feel 
that the Comptroller and other ac- 
counting executives, with the as- 
sistance of outside public account- 
ants, were maintaining a current- 
ly modern system of internal au- 
diting. You may say practical, but 
not the most effective. I should 
like to argue that modernness is 
a matter of the moment, that sys- 
tems must be, and will continue 
to be adapted to the individual re- 
quirements of each company and 
industry. Probably any major 
criticism would center around the 
reporting responsibility which is 
in itself a very controversial mat- 
ter. 


Now this system was continual- 
ly expanding and developing. In 


the of evolution, many 


process 
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duties were added to the Internal 
Audit Department which today 
may not be considered a proper 
responsibility of that department. 
On the other hand, the advent of 
World War II loosed a swarm of 
new problems on the average busi- 
ness. Of the many accounting 
problems affecting our company, 
most were finally delegated to the 
Internal Auditing Department and 
wisely so, in my opinion. Much 
early planning was necessary to 
adapt our system to the needs of 
a business operating under war 
conditions. All of you know the 
accounting problems facing us to- 
day. A good many of these were 
anticipated prior to Pearl Harbor 
and, of course, some did not make 
themselves known until after that 
date. Le me list some of these 
problems which undoubtedly have 
affected all of us: 


1. A severe manpower shortage. 


2. The loss of qualified person- 
nel and the resultant lower- 
ing of educational and exper- 
ience standards. 


3. Accentuated need for man- 
uals and written procedures 
to offset inexperienced and 
less qualified employees. 

4. Certainty of more and more 
regulation by the govern- 
ment. 


Or 


. Unprecedented auditing re- 
quirements to protect the 
company and satisfy the gov- 











ernment under the various 
contract obligations. 


Our solution to the problem was 
the development of our Internal 
Auditing Department. This seemed 
like the logical place to absorb the 
extra duties resulting from con- 
tract problems, manpower short- 
ages and the necessary consolida- 
tion of these responsibilities where 
the best training would be avail- 
able and the most flexibility a- 
chieved. We had as head of this 
department, an experienced and 
qualified supervisor whose staff 
was built up both by transferring 
qualified men from the Accounting 
Department and by hiring men 
from outside sources. In securing 
men from outside sources, the 
prime consideration was public or 
private auditing experience togeth- 
er with the required educational 
background. Women who pos- 
sessed sufficient general account- 
ing experience to act as juniors in 
connection with our audit work 
were also added to the staff. We 
found that we were able to assign 
to these women such work as cash 
audits, checking vouchers, analysis 
of accounts, et cetera, and have the 
work performed in a highly effi- 
cient manner. 

Our policy with regard to per- 
sonnel in the Accounting Depart- 
ment was to hire women in place 
of men to facilitate the national 
effort and contribute towards al- 
leviating the manpower shortage. 
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As a result of this policy, whereas 
formerly the Accounting Depart- 
ment had about 65% men and 
35% women, we now have slight- 
ly less than 20% men and 80% 
women. This means that a great 
many positions had to be subdi- 
vided and simplified as practically 
only key men were retained in the 
Accounting Department. In some 
cases women replaced men as as- 
sistant supervisors of Accounting 
Sections. Therefore our plan was 
to train and develop personnel in 
the Internal Auditing Department 
for possible replacement of certain 
accounting supervision. This has 
worked out very satisfactorily be- 
cause we are enabled to hire a 
better type of man at existing 
wage levels in the Internal Audit- 
ing Department where they hold 
relatively responsible positions and 
have a chance to broaden them- 
selves and become more familiar 
with company procedure more 
quickly than in any other depart- 
ment. The duties of writing job 
analyses and accounting routines 
have also been allocated to the In- 
ternal Auditing Department, to be 
prepared in conjunction with ac- 
counting supervision, in order to 
accomplish indirectly a more thor- 
ough training of selected auditing 
personnel and existing accounting 
Selection of these as- 
signments was made for the pur- 


supervision. 


pose of educating and preparing 


for 


auditing personnel possible 
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transfer or promotion to fill super- 
visory vacancies. 

Now, in view of what I have 
said, where could additional re- 
sponsibilities be placed better than 
in the Internal Auditing Depart- 
ment? In other words, this is, and 
I think you will agree, quite a de- 
partment and frankly we relied 
upon it quite heavily. Therefore, 
we now find that department dele- 
gated with the following addition- 
al duties: 


1. Centralization of reporting to 
O.P.A., S.E.C. and other gov- 


ernment regulatory agencies. 


to 


. Cost studies and other special 
assignments. 


4. Time and material audits 
with subcontractors. 

4. Special investigations with 
subcontractors. 

5. Interpretation of accounting 
requirements and preparation 
of procedures in connection 
with the various war con- 
tracts of all types. 


EXAMPLES 


I should like to digress for a 
moment at this point to give you 
some idea of the routines and pro- 
cedures prepared by the Internal 
Auditing Department. We have 
over a hundred routines which 
cover a wide range of subjects. 
Many of these are probably no 
different from those you have pre- 


pared for your organizations. Of 
the many, there are two which I 
wish to outline briefly for you. 
One covers our routine for the 
“Annual Physical Inventory” and 
the other is our routine outlining 
the “Distribution of Overhead Ex- 


” 


penses 

Puysicat Inventory: This doc- 
ument of approximately 22 pages 
was prepared as a standard pro- 
cedure for the handling of inven- 
tory. Revisions are made to in- 
corporate any problems relating 
specifically to current annual in- 
ventories. 

The procedure after a general 
summary of the requirements of 
the annual physical inventory is 
divided into three sections: The 
first is a chronological list of the 
steps to be taken and the informa- 
tion required in connection with 
inventory. This consists of thirty- 
eight specific instructions covering 
everything from the procuring of 
the inventory tags to the taking of 
the inventory, the verification, rec- 
onciliation and explanation of in- 
ventory differences by the internal 
audit section. The second is a de- 
tail of the responsibilities of the 
various factory and accounting 
sections. The third is a group of 
detail forms and instructions cov- 
ering certain phases of the work. 

All companies have their in- 
ventory problems and most com- 
panies have procedures dealing 
with this subject. 








DisTRIBUTION OF OVERHEAD: 
This routine covering the distri- 
bution of overhead expenses in- 
volves about fifty pages of instruc- 
tions and sample forms. The rou- 
tine has been exhibited at various 
gatherings of the U. S. Air Forces’ 
resident auditors as an example 
of the thorough detailed analysis 
of all overhead accounts and ser- 
vicing departmental functions that 
are required, and in their opinion 
should be prepared by all com- 
panies facing the problem of re- 
imbursement of actual overhead 
costs. 


The problems in connection 
with distribution of factory and 
administrative overhead have not 
been easy, relatively speaking, al- 
though we have a single plant. 
However, the separation of the 
Army fixed-fee-contract into a 
separate division created many 
problems: 


1. Originally this contract in- 
cluded the British Govern- 
ment as well as the U. S. 
Army which, of course, add- 
ed other complications and 
intermingling of contractual 
obligations. 


2. The operation of a separate 
production division which, 
however, relied on the main 
company for most of its ser- 
vicing departments. 

3. This required invoices on a 

vendee-vendor basis although 
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delays were experienced due 
to the necessity of using ac- 
tual costs. 


4. Some work was done on a 
cost reimbursement basis for 
the Defense Plant Corpora- 
tion. 


All of this has given us the 
toughest sort of problem in cost 
allocation. My purpose in refer- 
ring to this routine is particularly 
to emphasize the intensive re- 
search and study necessary to de- 
velop this procedure covering our 
distribution system. 


Before we received approval of 
the routine as a basis of distribu- 
tion we had to dea! with three or 
four resident auditors, representa- 
tives from the district office at 
Warren Avenue and the experts 
from Wright Field. The routine 
was also reviewed by Major Tay- 
‘or of the Army Service Forces in 
Washington. 


The approved procedure is sub- 
stantially the original basis of al- 
location developed by us, in spite 
of examination and 
many government 


review by 
auditors and 
experts, who never entirely agreed 
with us or with each other. We 
therefore, feel that the preparation 
of this complicated procedure on 
distribution was an outstanding 
accomplishment. 


Oruer Rovuttnes: In addition, 
of course, to the foregoing added 
responsibilities, a definite audit 
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program is carried out. We did 
have some time left for auditing, 
believe it or not. An audit manual 
was prepared which contained de- 
tailed audit programs in outline 
form. This proved to be a time- 
saver as audits were rotated as 
much as possible. The audit pro- 
grams covered a wide range of de- 
partments and activities, as the 
authority of the Comptroller to 
audit extends to all accounting re- 
cords of the company. The basic 
account information for the in- 
ternal audits was the work papers 
which were prepared during the 
year for year-end use of our pub- 
lic accountants. These work pa- 
pers contained analyses of most 
of the important balance sheet and 
operating accounts. The activity 
of the Internal Audit Section in- 
cluded in addition to the regular 
run of audits of accounting de- 
partment records, audits of ship- 
ping, receiving, salvage and pur- 
chasing department records. Also 
covered were capital stock trans- 
fer, war bond, workmen’s compen- 
sation, car parts merchandising 
and the employees’ aid association 
records. All of these audits were 
of necessity on a test-check basis. 
Written reports were prepared 
and the standard audit paper 
forms werc attached. These audits 
were particularly beneficial in 
correcting certain errors which al- 
ways creep in where there is a 
turnover of personnel and super- 


vision. The audit work has stress- 
ed control of inventories, proper 
rendering of data to facilitate pay- 
ment of invoices by the govern- 
ment, and above all, proper alloca- 
tion of costs to the various types of 
contracts. 


We have cut the auditing of 
our selling subsidiaries to a mini- 
mum. Most of these have com- 
petent accounting supervision and, 
due to war conditions, the empha- 
sis has been on auditing produc- 
tion operations. 


1 have not attempted to touch 
any other details of the various 
positions or of the organization. 
This department had, and has, a 
man-sized job, but I can say that 
up to this point most of our plan- 
ning has worked out very satis- 
factorily. With renegotiation prob- 
lems facing us in the immediate 
present, and in the future, termin- 
ation and reconversion to peace- 
time activity, does not the back- 
ground, experience and training 
of the Internal Audit Department 
make it indispensable in connec- 
tion with these future problems? 


To summarize, the development 
of the Internal Auditing Depart- 
ment here has resulted in: 


1. A smoothness and flexibility 
of operation that we believe 
could not have been obtained 
otherwise. 


to 


. Centralization of responsibil- 
ity and control for much of 








the work in connection with 
war problems. 


3. Flexibility in both the Audit- 
ing and Accounting Depart- 
ments and training for re- 
placement of key positions in 
the Accounting Department. 
This has also been aided by 
the preparation of detailed 
job analyses. 


4. Specialized knowledge and 
experienced individuals to 
support the lack of experi- 
enced help in the Accounting 
Department. 


Or 


. Closer check-up on current 
operations of the various Ac- 
counting Sections. 


FUTURE PLANS 


Now, what of the future? We 
are planning some modifications 
of our present set-up. The organi- 
zation and duties that I have out- 
lined follow closely views ex- 
pressed in current literature, with 
possibly two exceptions: 


1. It may be questionable wheth- 
er authority to report to top 
management may ever be 
universally attained. (We 
do not foresee any change in 
reporting authority in our 
company unless the charac- 
ter of our business operations 
changes or as long as the 
Comptroller is the chief ac- 

counting officer required tu 
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certify company statements 
and government reports. ) 

2. The fact that operating re- 
sponsibilities have been inter- 
mingled with auditing and 
that relatively close relations 
exist between the Accounting 
and Auditing Departments. 

The following is a quotation 
from recent internal auditing liter- 
ature: “The appraiser must have 
no operative function since such 
functions would create in him 
vested interests and thereby de- 
stroy his objective in regard to 
these. The appraiser should pre- 
sent problems, but someone else 
should solve them.” We agree 
with this principle. Let us agree 
that the broad duties assigned our 
Internal Auditing Department had 
justification, at least to satisfy our 
requirements during this war e- 
mergency. Let us assume further 
that the plan is justified from the 
standpoint alone of successful re- 
sults. Can we look for the possi- 
bility of a later segregation? I 
think we can. 

Further developments in our In- 
ternal Auditing Department will 
be along lines of simplification and 
such changes in the accounting or- 
ganization structure as will divorce 
certain specialized duties from the 
Internal Auditing Department. In- 
cluded, on the other hand, will be 
special assignments generally han- 
dled directly by the Comptroller’s 
staff. 
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Because of the assignment to the 
Internal Auditing Department of 
certain work in connection with 
termination, this function will na- 
turally continue some time after 
the end of the war. When the 
other changes I have mentioned 
have materialized and when we 
are through with termination (and 
the sooner the better) then we will 
have the Internal Auditing De- 
partment stripped of operational 
and line functions. 


It will then be in a position to 
operate entirely objectively as a 
staff function, and should be in a 
position to check the activities of 
all divisions and departments. 


CONCLUSION 


Undoubtedly I have raised many 
controversial points. Many of the 
matters included in our program 
are not new or novel. Many other 
companies may have had similar 
experiences or may have handled 
their organization problems more 
or less closely parallel with the 
On the 


other hand, there are undoubtedly 


plan we have followed. 


many companies where this plan 
would not be compatible with their 
organization or where satisfactory 


results could not be achieved. 
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We in many companies owe the 
impetus given to internal auditing 
to present world conditions. Cer- 
tainly the war has invested all in- 
ternal auditing with additional re- 
sponsibilities which will carry far 
into the future. 


If this presentation will stimu- 
late discussion and particularly 
the exchange of knowledge as to 
how others have handled their 
problems, it will have served its 
purpose. 
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REPORT OF INDUSTRIES COMMITTEE 


G. T. BODMAN, General Chairman 


ANY of us have bought every 
available publication, in- 
cluding expensive handbooks, 
which we thought and hoped 
would answer those problems that 
daily confront the internal audi- 
tor. Seldom do we find the par- 
ticular subject covered, or if it is, 
the answer represents only the 
opinion of the writer, who too fre- 
quently wrote from the theoretical 
rather than the practical view- 
point. 

Recognizing not only this need 
for day-to-day assistance in a pro- 
fession fraught with kaleidoscopic 
changes, but also the vast store- 


house of practical, tried-out, and 
up-to-the-minute solutions accu- 
mulated by our membership of al- 
most five hundred practising in- 
ternal and public auditors, the of- 
ficers and directors of Tue Inst1- 
TUTE organized the Industries 
Committee and appointed the 
General Chairman. 


The membership was classified 
into ten industrial groups, each 
with a representative. The Public 
Accountants and Engineers are 
not represented, because they are 
not truly an industry group but 
represent a cross section of indus- 
try as a whole. 


The Committee organization consists of: 


G. T. Bopman, General Chairman 
Drawer 1267 
Ponca City, Oklahoma 


INDUSTRY AND REPRESENTATIVE 


No. or MEMBERS 


1—AvUTOMOTIVE AND ALLIED INDUSTRIES 55 


A. L. Stmpson 

Chrysler Corporation 

341 Massachusetts Avenue 
Detroit, Michigan 


2— AVIATION 
Hersert G. KimBaLu 

7884 Claybeck Avenue 

Roscoe, 3, California 


77 
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INDUSTRY AND REPRESENTATIVE No. or MEMBERS 
4—BaANKS AND Trust CoMPANIES 19 
B. A. BRANNEN 


Harris Trust and Savings Bank 
115 West Monroe Street 
Chicago, 90, Illinois 


4—Foop, Beverace AND RELATED COMPANIES 36 
WiiuraM J. FARNAN 
General Baking Company 
420 Lexington Avenue 
New York, New York 


5—INSURANCE 25 
J. K. SuLiIvan 
Phoenix Mutual Life Insurance Co. 
79 Elm Street 


Hartford, Connecticut 


6—Inon, Steet, Copper, CoaL AND CoKE 24 
L. T. WoLv 
American Steel and Wire Co. of New Jersey 
Rockefeller Building 
Cleveland, Ohio 


7—MACHINERY AND EQuIPMENT MANUFACTURERS 40 
F. G. Roserts 
Front Street and Erie Avenue 


Philadelphia, Pennsylvania 


8—PETROLEUM AND CHEMICAL COMPANIES 40 
G. T. BopMAN 
Continental Oil Company 
Drawer 1267 


Ponca City, Oklahoma 











INDUSTRY AND REPRESENTATIVE 
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No. or MEMBERS 


10—Pusuic UTILiTIEs 79 
H. G. IsEMANN 
Potomac Electric Power Company 
929 E Street, N. W. 
Washington, 4, D. C. 
20—MiusceLLANEous COMPANIES AND AGENCIES 54 
H. C. Yerrer 
Owens-Illinois Glass Company 
Ohio Building 
Toledo, Ohio 
TOTALs 455 


On April 12, 1944, the General 
Chairman sent to the entire mem- 
bership a letter stating the pur- 
poses of this committee, the oper- 
ating program, and the group to 
which they had been assigned. 


Briefly, the members were in- 
vited to send their questions or 
problems to their respective indus- 
try representative who will circu- 
late the membership of that group 
when a reasonable number of in- 
quiries are received. The answers 
will be edited, with or without 
company identification, and mailed 
to all members of that group. 





Questions of general interest will 
be included in all group question- 
naires. 

Not only will the membership 
be afforded the assistance of from 
twenty-three to seventy-seven oth- 
er members in their respective in- 
dustry; but in time Tue Instr- 
TUTE will have accumulated, com- 
piled, and indexed a treasure house 
of internal auditing experience. 

Why not take an active part by 
sending to your representative To- 
pAY a few questions such as you 
would ask your friends over the 
coffee cup? 





HE following questions and 

answers obtained by the Indus- 
tries Committee are published for 
the general information of the 
members of Tue INstirute. The 
number 8 prefixed to the ques- 
tions indicates that they relate to 
the Petroleum and Chemical Com- 


Questions and Answers 


panies group. The capital letters 
prefixed to the answers are used 
as a key to the identity of the re- 
spondents. Other questions and 
answers of general interest will be 
published in succeeding issues of 


Tue INTERNAL AUDITOR. 


Auditor obtains statement and 
He distributes or witnesses 


Time cards are checked on 
Deductions for 


All pay rolls are examined 


8.001 To what extent and by what methods should pay rolls be verified? 
_— Pay roll points are visited once each year by members of the Auditing 
Department. Wages are paid by check. 
canceled checks of pay roll accounts direct from banks and reconciles 
as of the end of period under examination. 
the distribution of checks for the first pay-day after arrival, and attempts 
to verify all items not personally delivered. 
a test basis, including rates, extensions, and footings. 
Retirement, Social Security, and other plans are checked to field records 
and reconciled with General Office controls 
for authorized approval signatures 
_— 1. 


Ascertain that the internal control on pay rolls is adequate. 


Check 


one complete pay roll or a sufficient number of pay rolls to convince 


yourself as to their correctness. 


Select a period or periods ante-dating 


arrival at office under audit to preclude a possibility of local staff “ar- 
ranging” records to “satisfy” the auditor. 


2. Where payments are made in cash, witness a current pay roll prepa- 


ration and pay-off during the audit. 


Schedule all undelivered pay en- 


velopes and trace identity of persons receiving this money as to actually 


being employed 


3. Ascertain if pay rolls are approved properly, that rates of pay for 


regular and casual employees are supported by authorizations, and that 


duplicate 
petty cash 


payments for 


casual 


employees have not been made from 


4. Check rates, quantitites, and amounts paid salesmen as commissions 
with schedules or instructions issued by the management. 
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5. Check termination allowances for the audit period to determine that 
there were no overpayments, that the employee was dropped from the 
pay roll at the date specified, and that authorization for termination 
allowances are in accordance with Home Office instructions. 


6. Investigate all salary increases to see that authorization has been 
given. 


7. Investigate methods of time-keeping and compilation of pay roll 
records to ascertain if the operation is efficient and the Company’s in- 
terests are protected. 


8. Test check unemployment, social security, and other withholding 
taxes to ascertain that deductions from employees’ pay and payments of 
tax and withheld contributions are being made in accordance with Home 
Office instructions. 


9. Verify state income taxes withheld for non-resident employees with 
certificates of exemptions for dependents, etc., to ascertain that withhold- 
ing company is fully protected. 


10. Test check overtime and methods of computing, and see that they 
comply with current regulations and Home Office instructions. 


In addition, records pertaining to annuity and insurance plans, payment 
of annuities, death benefits, special allowances, and military service al- 
lowances should be added. As ihese are dependent entirely upon the 
plans of each company, obviously the method will vary. 


This company utilizes a comprehensive pay roll audit questionnaire for 
each pay point. Sample questions: (Exceptions require explanation.) 


Were all checks verified to pay roll as to name and net amount 
paid? 

List with reasons and disposition of check employees not producing 
identification. 

Verify authenticity of employees receiving checks direct from 
General Office Pay Roll Department. 

Were all checks personally delivered? 

Were time reports properly signed and approved, and rates and 
overtime verified? 

Were employees’ files examined for completeness? 


Were withholding taxes verified? 


All check pay rolls are audited 100 per cent, some before payment and 
others after payment. In regard to cash pay rolls, these are test audited 
under a systematic procedure currently. The audit includes verification 
of all additions to and separations from the pay roll, changes in rates, 
and overtime payments. 
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Pay rolls for at least one complete pay roll period should be verified in 
the following respects: 


1. Authorization of rate and hours worked. 
2. Check extensions, deductions, and authorization for deductions. 


3. Test for padding by personally delivering checks to a representative 
number of employees. 


4. Test a representative number of Social Security and withholding tax 
deductions. 


5. Determine if payments have been made in accordance with Wage 
and Hour and Walsh-Healey Regulations. 


6. Review overtime payments. 


1. Review and observe the procedure followed in the preparation and 


payment of pay rolls and the attest or internal control procedures relative 
thereto. 


2. Examine all pay rolls for the entire examination period for approvals 
by authorized officials. 


3. Compare the gross earnings shown by pay rolls on file with the ag- 
gregate credits in the pay roll general ledger control account; investigate 
and account for any differences disclosed by such comparison. 


4. For the month immediately preceding the examination date, and for 
one month selected at random: 


(a) Vouch all charges to the pay roll general ledger control ac- 
count by reference to the net amount of deductions (as shown 
on pay rolls) and to cash and journal vouchers. 

(b) Check postings of deductions (as shown by pay rolls on file) 
to the general ledger control accounts affected or to the re- 
lated journal voucher register. 


5. As to salary pay rolls, examine the pay rolls for two pay periods as 
follows: 


(a) Check rates against personnel or other appropriate records. 

(b) Compare with pay rolls for the preceding pay period, check- 
ing changes in respect of new employments, changes of rates, 
terminations, etc., against authorizations; check footings of 
pay rolls of the preceding pay period and check the totals 
thereof to the corresponding credits in the general ledger pay 
roll contro] account. Test check overtime hours against time 
cards or other time records, test check overtime rates and 
extensions and, in addition, test check all deductions against 
authorizations or other appropriate records. 


(c) Check extensions and footings of pay rolls. 
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(d) For the pay period immediately preceding the examination 
date request certification by responsible executives to the 
effect that all names shown on pay rolls are bona fide em- 
ployees. 


6. As to wage pay rolls, select pay roll for one pay period during ex- 
amination and apply the procedures as referred to under Item 5 on a test 
check basis unless the number of employees on the pay roll is small. 


Pay rolls subject to review by the writer are divided into two main 
classifiications: 
1. Field Pay Roll: 
(a) Permanent employees 
(b) Casual employees 
2. Office Pay Roll 
(a) Permanent employees 


Periodical tests (complete as to the period selected for review) are made 
against the original field time sheets to see that the time sheéts are: 


1. Properly prepared as to adequacy of detail for purposes of distribu- 
tion in the accounts. ~ 


i) 


In order, as to signature by employee and timekeeper and approval 
by Farm Boss or other supervisor in close contact with the operations 
Also, to see that they have been approved by the Division Superin 
tendent, or one of his duly authorized assistants at divisional head- 
quarters. 


3. In order generally, at to “distribution” of charges in accordance with 
the Manual of Accounts, and as to computation of earnings (including 
overtime, if any) and pay roll deductions 


Thus reviewed as to form and content, the time sheets are compared as 
to gross earnings, deductions, and net payments with the pay roll vou- 
cher summaries. Comparisons are also made with the related paid 
checks both as to the net payments and endorsements. 


Individual Earnings Records (posted as part of the check-writing opera- 
tion) are comprehensively reviewed for any unusual fluctuations in earn- 
ings, salary increases, or changes in job classifications. Salary increases, 
additions to personnel, et cetera, are noted and checked against the re- 
lated authorizations. 


Substantially the same procedure is followed in reviewing the Office Pay 
Roll. Usually, this is a less cumbersome operation since time sheets and 
elaborate distribution of charges for accounting purposes are not involved, 
but the same principles apply in regard to additions and severances of 
personnel, authorizations for employment, and salary adjustments. 
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In regard to casual employees: | 


Required that gross earnings and net pay be supported by properly 
authenticated time sheets. 


Review made of the extent to which casual labor is employed, with 
investigation of any unusual fluctuations (Normally, the employ- 
ment of casual labor is of limited extent). 


General: 


Monthly totals separately assembled for each kind of pay roll and 
reviewed as to any abnormal fluctuations. 


Reliance is placed on automatic internal control effected by executive 
approval of all rates; General Office payment of all salaries and wages 
(two minor exceptions) by checks which are passed by Pay Roll Divicion 
through Personnel Records Division, who check rates; and controls of 
gross earnings deductions and net pay accumulated by National pay roil 
machine. 

General Auditing Department annually inspects all pay rolls for one or 
two periods and makes a test examination of personnel records to assure 
compliance with company policy; actual operation of automatic control; 
and satisfactory completion of pertinent pay roll details. General Audit- 
ing Department currently reconciles all Paymaster Pay Orders and Pay 
Roll Bank Accounts and reconciles Netional pay roll machine gross 
earnings’ totals with departmental totals. 


Do you use positive or negative form of accounts receivable verifi- 
cation? Have you had comparable experience with each method? 
What, if any, reaction or comment have you had from public ac- 
countants? 


Positive form of verification — 5 (B, E, F, G, I) 
Negative form of verification — 2 (A, J) 

Both forms of verification — 2 (C, H) 

No answer — 1 (D) 


Public accountants have approved method used. 


Formerly used positive method but has found negative form more satis- 
factory. Until recently about 5 per cent of accounts in a given district 
were called on and statement checked with customer. 


Request for confirmation omitted on current accounts. 


Public accountants use positive form; internal auditors use negative ex- 
cept on general ledger receivables, on which positive forms are used. 


Verify portion each month, cover all accounts in one year. Any indicated 
manipulation requires complete verification by station auditor. 
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Receives 97 per cent verification. Public accountant accepts internal 
auditor’s verification for greater portion of accounts. 


Negative verification used on 10 per cent of service station accounts and 
on other accounts with balances of less than $5,000. Positive verifica- 
tion requested on all other accounts. 


Request forms and statements prepared by corporation and delivered to 
public accountants for comparison and mailing. Verification in duplicate, 


one for corporation and one for public accountant. 


Equal experience with positive and negative forms. Negative has been 
as effective and has been much more economical. 


Do you make an examination of paid checks received from banks 
to detect improper endorsements, or do you rely on the banks’ guar- 
antee of endorsements? If you do make a check, is it a complete 
or only a test check? 

Examination is made for endorsements 


Rely on banks’ gurantee except for royalty, rental and dividend checks. 


Rely on banks’ guarantee except for annuity and supplementary plan 


checks. 


Test check made on cash audits particularly for payments of royalties 
and rents. 


Checks are examined when making bank reconciliation for one complete 
calendar month of audit period. 


Test check only. 


Checks over $500 are examined, others are test checked in course of in- 
ternal audit. 











Cyan T. Arxisson, author of 
“Internal Audits and Con- 
trols—General Office and Field,” 
is Chief Accounting Consultant of 
Ebasco Services Incorporated, and 
in this capacity is responsible for 
furnishing consulting, research 
and advisory service on accounting 
systems and methods, internal au- 
diting, financial and-related oper- 
ating reports and studies, princi- 
pally to companies in the Electric 
Bond and Share Company utility 
group. Mr. Atkisson is a charter 
member of THz INstrruTe or INn- 
TERNAL AupiTors and during the 
past year was President of the 
New York Chapter. He holds the 
degree of A. B. in Business Admin- 
istration from Rollins College, and 
before joining Ebasco Services 
was for a number of years on the 
staff of the Treasurer of Florida 


Power & Light Company. 


BIOGRAPHY OF AUTHORS 


WHOSE ARTICLES APPEAR 


IN THIS ISSUE 


a D. Lipscoms, author of 
“The Selection and Training 
of Internal Auditors,” is a partner 
in the firm of Gould and Lips- 
comb, Certified Public Account- 
ants, Chicago. He is a graduate 
of Vanderbilt University, a Direc- 
tor of Instruction in Higher Ac- 
countancy, LaSalle University, 
and a Member of the American 
Institute of Accountants, the Illin- 
ois Society of Certified Public Ac- 
countants, the American Account- 
ing Association and the National 
Association of Cost Accountants. 


Bs BuRLINGAME, author of 
“The Development of an In- 
ternal Auditing Department,” was 
born in Indiana, educated in the 
public schools of that state and 
attended Hanover College before 
enlisting in the Navy in World 
War I. For the past eighteen 
years he has held many positions 
in the Accounting Department of 
the Packard Motor Car Company, 
and in 1940 was appointed Audi- 
tor of the Company. 





if 


a YO ee Fe OD OUD 





OFFICERS AND DIRECTORS 


o f 


THE INSTITUTE OF INTERNAL AUDITORS, INC. 


FOR THE FISCAL YEAR ENDING SEPTEMBER 30, 1944 


President: 


ist Vice President: 


2nd Vice President: 


Treasurer: 


Secretary: 


Assistant Secretary, 


Financial: 


Assistant Secretary, 
Corresponding: 


OFFICERS 


WituiaM H. Garsave 
Shell Oil Company, Incorporated 


ALAN LAUCKNER 
Central Hanover Bank and 
Trust Company 


EarLe H. CUNNINGHAM 
General Motors Corporation 


James D. CHAPMAN 
Otis Elevator Company 


Braprorp CapMus 
Standard Brands Incorporated 


Joseru E. Gass 
Guaranty Trust Company of New York 


Peter J. BuZANGA 
Consolidated Edison Company 
of New York, Inc. 


The Internal Auditor 





DIRECTORS 


Three-Year Directors 


Term expiring 1946: 


Term expiring 1945: 


Term expiring 1944: 


One-Year Directors 





ArtTuur E, Havp 
Consolidated Edison Company 
of New York, Inc. 


Puriurps C. SALMAN 
Socony-Vacuum Oil Company, Inc. 


Cuar.es J. Fur 
The Brooklyn Union Gas Company 


J. Exnest Laurie 
Prudential Insurance Company 


Victor Z. Brink (Also Director of 
Research ) 

Major, Army of the United States on 
leave from Columbia University 


Gorpon G. Crownder 
Peabody Coal Company 


Joseru J. Carr 
Metropolitan Life Insurance Company 


Max A. Kenyon 
Colgate-Palmolive-Peet Company 


Henry L. Payte 
American Radiator & Standard 
Sanitary Corporation 


ArtTHuR WV. Rice 
Mack Manufacturing Corporation 


Louts C, STEvENS 
Standard Oil Company of New Jersey 





Past Presidents 


1941 - 1942: 


1942 - 1945: 


Presidents of Chapters 
Cleveland: 


*Chicago: 


Dayton: 


*Detroit: 


Los Angeles: 


*New York: 


Philadelphia: 


Toronto: 


Officers and Directors 


Joun B. Tuurston 
The North American Company 


Rosert B. MILnNe 
Columbia Engineering Corporation 


J. P. Lone 
Cleveland-Cliffs Iron Co. 


Cuarves J. Hii 
The Peoples Gas Light and 
Coke Company 


Rosert R. CrawForpD 
Delco Products Division, 
General Motors Corporation 


Joun G. Ivers 


The Detroit Edison Company 


J. J. Gorman 
Douglas Aircraft Corporation 


Curtis T. ATKIsson 
Ebasco Services Incorporated 


Harry H. WarTHEN 
Provident Mutual Life Insurance 
Company of Philadelphia 


A. J. E. Cutip 
Canada Packers Limited 


*Newly elected officers now installed for year 1944-45 as follows: 


Chicago: 


Detroit: 


New York: 





J. B. Parker 

Wisconsin Steel Division, 
International Harvester Company 

Cuaries J. GHESQUIERE 

Detroit Edison Company 


Wiuram J. Farnan 
General Baking Company 





The Institute of Internal Auditors, Inc. 


COMMITTEE ORGANIZATION—1944 
(Excludes Temporary and Special Assignment Groups) 


Name of Committee 


Executive: 


Tellers: 


Budget and Finance: 


Admissions: 


Membership and Chapter 
Formation: 


Coordination of Chapter 
Activities: 


Cooperation with Other 
Professional Bodies: 


Industries: 


Editorial: 


Editor, “INTERNAL AUDITING 
PHILOSOPHY AND PRACTICE” 





The Internal Auditor 





Name of Chairman 


R. B. Mitne 
Columbia Engineering Corporation 


E. A. Apams 
National City Bank of New York 


J. J. Cram 
Metropolitan Life Insurance Company 


J. E. Laurie 
Prudential Insurance Company 


A. E. Hap 
Consolidated Edison Company 
of New York 


E. H. CUNNINGHAM 
General Motors Corporation 


P. C. SALMAN 
Socony-Vacuum Oil Company 


G. T. Booman 
Continental Oil Company 


Epwarp J. Barr, C. P. A. 
1738 Book Building 
Detroit, Michigan 


C. J. Fue 
The Brooklyn Union Gas Company 








THE INSTITUTE OF INTERNAL AUDITORS 
CHAPTER MEMBERSHIP 
AS OF AUGUST 17, 1944 


No. or 

CHAPTER MEMBERS 
REIIID cccacestiiihtediieliieipasipenestindeaatibalguiniiciga ieee 51 
RINNE ;.. .2:< coh nase cg bieidinioes sabiddensloaiaidestuebaa elaine 23 
SMI. ssncsiissdhebiniabiibibssnedipelbinmpresssibeietiensidibieiotial 16 

RR GREAET ce Bina cee, ieee aes sds aeseitone 68 ~ 
0 RRS ea EE -_ | 

le RE IE eae ee Lee . 163 - 
SIR sévstecknenisaiiouséalanntiineisinpibshianauniiciinitsiiin 34 
PU cee lin es ek A Oa 15 
Non-Chapter Members ................:::sccseccrseevees 103 

, eae 

Ie co. cutnceediiseadpmaninaihdts ctcnsabliaeris . 530 
MEMBERSHIP As OF SEPT. 30, 194% ................ 331 


INCREASE ........ SANE RAD SES NRE .. 199 











SUPPLEMENTAL LIST OF MEMBERS 
SINCE PUBLICATION .OF ROSTER—MARCH 20, 1944 





AMERICAN STEEL & WIRE COMPANY 
Harold O. Schroeder 


BENDIX AVIATION CORPORATION 
BENDIX RADIO DIVISION 
Darwin L. Stoker 
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BRISTOL-MYERS COMPANY 
Joseph L. Focht 
(New Business Affiliation) 


EDWARD G. BUDD MFG. CO. 
James M. Adkins, Jr. 
George W. Mann 


BURROUGHS ADDING MACHINE COMPANY 
Leonard C. Lanigan 
Harry A. Locke 


CANADIAN OIL COS. LTD. 
John F. Kidner 
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FISHER BODY—DETROIT DIVISION 
John F. Burke 
George M. Geibel 
Earl H. Geyman 
Elmer F. Seebeck 
INLAND MANUFACTURING DIVISION 


Robert Michael Gardner 


HERCULES POWDER COMPANY 
Ralph Goldsmith 
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William S. Reaume 
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